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PREFATORY NOTE 


The following fi\c lectures t^ere delivered at Suarthmore 
College, in the spring of 1936, upon the William J Cooper 
Foundation They are published in the form in which 
they were prepared for that purpose and without modifica 
tion except in small points of detail 

The audience for which they were designed consisted 
mainly of persons interested m public affairs and occupied 
in various pursuits or branches of study, with a certain 
number, but not a large proportion, of professional econo- 
mists 

The lectures aimed therefore first at describing m broad 
outline, and without technical detail, the course of the de 
velopment of international trade in modem times, and the 
pnnapal factors which have determined its volume, its 
character, and its organization, and then at suggesting a 
certain course of policy adapted to tlie conditions of the 
present, and the probable conditioru of the near future 

In this latter part I include certain su^estions which 
may I hope be of some interest to economists, and to those 
engaged as officials in forming commercial policy But the 
form in which these suggestions are made is determined by 
the general purpose of the lertures They are only pre 
sented in bare outline, on a scale appropnaie to my gen 
eral treatment of a large subject within a small compass 
I must advocate them elsewhere with further elaboration 
and more technical detail, and indeed have in some cases 
already done so My present purpose has been rather to 
suggest a certain general onentation of policy than to 
present an actual program 


ARTHUR S.\LTER 
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I 

WORLD TRADE BEFORE THE WAR 


I PROPOSE in these fi\e lectures to discuss t he future fonn 
and pattern of Intermtiona) Trade Mj subject is not the 
amount, or the \’alue, or die character of the goods and 
semces that will probably , in die period ahead of us, be 
exchanged between people in different coiintnes It is the 
system under which this exchange will take place, the 
metliods b) which the producer will find the consumer, 
the organization, whether goiemmental or unofficial, 
which will influence or determine tlie mam channels of 
trade, and the policy which, among the practicable alter 
names it is wisest to pursue 
I ha\e cliosen this subject for seieral reasons I think an 
enlargement of external trade be)ond its present dimcn 
sions w ill ha\ e a considerable influence upon the standards 
of Irnng which die people of each country will be able to 
attain within dieir respectiie national frontiers I beliexe 
secondly that the methods adopted by mdiiiduals and by 
goicmments to extend their foreign trade will be of great 
importance to the peace as well as the prosperity of the 
world And finally, I think that since the general structure 
of the world s modem economic life, and consequently the 
system appropnate to the deielopment of external trade, 
wall be substanually different from those of the past, die 
mediods by which we base in the last two decades sought 
to reopen foreign markets w ill need also to be changed 
To introduce the tentatiie propheaes and proposals 
which I shall attempt later, I must first consider the en 
\aronment within which world trade has deieloped, and 
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the new environment, lo which in iny view it will now 
require to he adjusted. 

The present strnctnre of onr economic, system has grown 
hit by hit ont of the past, and the future ■will grow ont 
of the inesent. I can, therefore, only construct iny pic- 
ture of what, T believe will be the fntvire form and pattern 
of Avorld trade by tracing its development and analyzing 
its preseitt character. I .shall have to follow a .single thread 
through recent events, and to show how it intertwines 
with the other threads that make n]i the complex pat- 
tern of economic history, before I can .sttggest the new 
pattern of the fntnre. My earlier lectnres will therefore 
be devoted to sketching in outline the course of modern 
ecoriomic development, from a particular point of view 
and with special emphasis on tho.se evetns and elements in 
it which seem to indicate what will be the character and 
course of tvorld trade in the decades ahead of ns. Little by 
little dnring these earlier lectures 1 shall be trying to gather 
the bricks tvhich I shall use to Imild the new strnctnre 
tvhich T shall present to yon towards the close. 1 shall thus 
in ttirn deal tvith changes in international trade, and e.s- 
pecially in the environment of law, ollicial action and 
economic organization which determines its character, first 
before the war, then dnring the war period and the follow- 
ing decade, next dnring the world depre.ssion and crisis. 
With this introduction 1 .shall try to analyze the present 
situation, distingni.shing what is temporary from what is 
of enduring or permanent importance. T .shall thus hope 
to he better able to gne.s.s the fntnre and to .suggest the 
methods by which tve can be.st enlarge trade without en- 
countering obstacles which will make onr fntnre efforts as 
futile as those of the last twenty years have been. 

^Vhat is international trade? The very phrase has been 
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the parent of many fallaaes For normally it is not nations 
but individuals that trade with, each other All economic 
progress is based on specialization of function and exchange 
of goods and services This process extends its range and 
increases its benefits as men trade with each other first in 
small local communities then with those of more distant 
parts of the same country, then with those of other coun 
tries But what is the essential difference when this last 
extension of range is reached? Why do we speak more of 
international trade than of inter urban, or inter provincial 
or inter state trade? The answer is clear Men buy and sell, 
and compete, either as individuals or specialized groups, 
wherever they live It is only so far as these reciprocal ac 
tiMties are subject to some form of collective regulation or 
inter\ention by an authority operating within a defined 
geographical area and affecting the conditions under 
which the competing units carry on their work, that any 
particular geographical unit of classification becomes more 
important than any other And it is because such collective 
action IS usually governmental, and the principal units 
of government in the world are national, that interna 
tional trade” becomes a significant distinction as compared 
with all the transactions which take place within a smaller 
range than is comprised within national frontiers If a 
national government establishes, as the medium of ex 
change for domestic transactions, a national currency 
which has a varying value in relation to other national 
currencies, if the taxation it imposes, or the regulations it 
enforces as to liours and conditions of work or wages 
change the conditions under which its nationals compete 
w ith those of orfrer couaenes, sbot e sil rf it us^ die rj 

of the State to assist particular branches of enterprise by 
means of protective tariffs or subsidies, or participates in, 
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or e%'en transfers to government o^vnersliip and control, an 
enterprise ^vhich buys and sells abroad— international 
trade acquires a real and important significance. The ex- 
changes bet'^veen the goods and services of different coun- 
tries become different in vital respects from those rvhich 
proceed ivithin the same countr)'. The importance of inter- 
national trade as a classification "^vithin the total of all ex- 
changes of goods is exactly proportionate to the e.xtent of 
governmental action at any period. From which one con- 
clusion follo^vs, that the importance of international trade 
as a classification may be greatest exactly %vhen its content 
is least. Under certain conditions, such as those which ob- 
tained for the most part during the last century^, interna- 
tional trade may be enormous in value and volume; and at 
the same time the distinction between that trade and all 
other forms of exchange may be so little as to make the 
very name an irritation to economists and a fruitful source 
of fallacies and misunderstandings for the public. The 
situation is, as we shall see, no'^v very' different indeed. 
International trade as a distinction in classification (as 
contrasted ^vith ^vhat might be called intra-national trade) 
has become more significant; as a proportion of total trade 
it has been considerably reduced. 

"IVith this preface I must now attempt to sketch in bare 
outline the conditions under ^vhich international trade ■was 
carried on before the ^\'ar. I shall not delve deeply into 
past history. I need scarcely go farther back than the last 
century'. For before the industrial and mechanical revolu- 
tions international trade was really a very small fector 
indeed in the general life of the ■world. Horv small it ■^vas 
we are apt to forget because of the way in which "we study 
history'. It is of course time that foreign commerce rvas the 
foundation of such a rich and po^iverful State as the Venice 
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of the Doges, that it gate medietal Spam its greatness, that 
It uas a great factor in the political potver of England and 
France and Holland long before the nineteenth century, 
tliat It created wealthy classes in these and other countries 
which protided the soil fora rich flowering of citihzation 
All this IS true, and foreign commerce is therefore impor 
tant in political histoiy and the growth of civilizations But 
It must not make us forget tliat for tlie great bulk of the 
millions of mankind it xvas the merest fringe upon the 
fabric of their economic activities Till the railway era the 
basic fact in man s economic life was that, with negligible 
exceptions, he could neither travel nor send his messages 
faster than a horse could run It took Napoleon as long 
to go from Pans to Rome as it had taken Julius Caesar 
nearly a millennium before Till the era of mechanical 
inventions the advantages of such a degree of speaalization 
and large scale production as was dependent upon distant 
markets were very limited and at the same time the difii 
culty of transport made such markets impracticable There 
was foreign commerce in treasure and spices in return for 
wool and textiles and so on But it v\ns a supplement and 
not a part of the main substance of the economic life of 
almost all men in almost all countries The v'ast bulk of 
mankind lived, even in countries like ours, in little and 
poor communities of village and market town, with a few 
capitals to which those not resident in them traveled slowly 
and rarely The craftsman would find his raw matenal of 
wool from the sheep around Iiim, his power from the coal 
or water at his doors, and his customers in his neighbors 
Not only each country , but each district, liv ed mainly to 
jtseH Jr served jlv own wini^, it depended for its fortunes 
mainly on its own efforts or the accidents of local events 
Apart from war and the consequent increase in taxation, it 
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^ras little affected by ivhat happened a hundred miles a^vay. 

And so in a myriad economic units man lived a small- 
community life. It was a life poor in material comforts, for 
it ^ras limited to wdiat could be provided by the skill and 
industry' of a few people, aided by primitive tools and ap- 
paratus and utilizing resources available ■^vithin a small 
area. IVealth and the standard of lixdng tv’ere on a much 
lov^er level. But they were in some respects much less pre- 
carious than they ha^■e since become. Local disasters re- 
mained local in their effects. There was, and could be, 
notliing comparable to the present situation in rvhich the 
fortunes of tlie remotest factory' or home are involved ^vith 
far-off events and actions beyond control or knowledge; by 
a shortage or misuse of gold; by excessive Government 
debts or ill-judged commercial policies; by the alternation 
of extravagant optimism and pessimism of distant specula- 
tors; by harvests and droughts or tvars in anotlier hemi- 
sphere, and so on. 

Then suddenly, in a fetv y'ears, after the economic stag- 
nation or slops' progress of many millennia, came the tor- 
rent of new' inventions w'liich transformed the conditions 
of human life. I tvill not attempt to repeat the tale of the 
miraculous period in man’s history tliat follo'iced. Wdiat 
matters for my' present purpose is that the net\' inventions 
offered tire greatest re^vards to extreme specialization, to 
large-scale production, to the development of markets 
adequate to absorb tire products, and that improved com- 
munications gave tire physical possibility of reaching tlrese 
markets. 

Now' the rervai'd of specialization is increased produc- 
tion. Its price is that, since it magnifies the range over 
rvlrich goods must be exchanged and multiplies the inter- 
dependent units of human effort, each one of -wlrich must 
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be kept m balance with the rest before any gi\ en economic 
activity reaches its fruition, it requires a system under 
which all the necessary adjustments will be continuously 
made The system must be as wide m range as the area o\er 
w Inch exchanges take place flexible and strong enough to 
permit and compel adjustment throughout the whole net 
work of multitudinous and infinitely complex interacting 
processes Change anywhere means damage everywhere, 
unless and until a corrective adjustment is made to its 
consequences Failure to adjust means waste The diEer 
ence between our comparative impoverishment and the 
potential plenty which the full use and development of 
our productive skill and resources might permit is due 
and due entirely, to the defects of the system of adjustment 
as It now works Unemployment is a precise measure of the 
cumulative effect of all forms of uncorrected maladjust 
ments 

■We shall fail to understand any of the pnncipal eco 
nomic or political questions of our time unless we realize 
the extreme complexity and intrinsic difficulty of the proc 
ess— of any process— by which the infinite multiplicity of 
separate units of work are and must be linked and ad 
justed to each other It is only too easy to take this process 
for granted when it works and to regard any defect in its 
working as a proof of inexcusable human folly It is only 
too easy to be fatally misled by the oversimplified forms 
and phrases in which the issue is so often presented to it 
^Ve speak, for example, of plenty and of impoverishment 
of supply and demand, of production and consumption, as 
if we had two more or less homogeneous masses of human 
effort and human need that only require to be related to 
each other After which the simple remedies of charla 
tanry suggest themselves naturally and plausibly If pro 
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ducdon exceeds consumption, and could be increased sti 
furtlier if consumption increased; if human needs excet 
human satisfactions and almost evers’one "would buy mo: 
if he had more money— surely the remedy is clear. Mai 
more money and distribute it, and all "^cill be "well. Tec 
nocrats and Townsendites and Douglasites et hoc gen\ 
omne press their simple specifics upon us. They all sta 
"sdth the indisputable truth that our productive capaci 
and resources are enough to increase greatly the standai 
of living; and the fiuther truth tliat if people had mo 
money tiiey ^vould spend more, and more spending rvou 
stimulate more production, and so on. And here and the 
one of their specific proposals, on certain conditions ar 
in relation to a sound general polic)', might really contii 
ute to increase our prosperity- But in truth there is i 
simple remedy for maladjustments of many kinds, pi 
ceeding from many causes. There is no simple system £ 
an intrinsically intricate and complex task of adjusting 
multitudinous variety of human acmities and hum: 
needs. '‘Troduction,” yes, but men don’t just “produce 
they produce an immense variety of quite diSerent thin 
by an infinity of different interacting efforts. “Consum 
tion,” yes, but men don’t just consixme, they consume : 
infinite variety of different things, for trhich their demai 
is constantly changing tvith taste, caprice, the opport 
nities for new satisfactions, and the relative ■s'alue attachi 
to alternative objects of expenditure irithin the limits £ 
by total income, and so on. We must think, not of equatn 
consumption to potential production, or demand to p 
tential supply, but of adjusting an infinity of changi] 
processes to an infinity of changing human desires. So d 
ficult is it to escape the fallacies of over-simplification, ai 
at the same time so essential if we are to understand t 
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real problems of our system as a svhole or of any particular 
part of It such as the one I am discussing in this lecture, 
that I suggest that ue should all start by making a delib 
erate effort to conjure up before our minds a picture of 
the real complexity of the economic life of the world Take, 
for example, any simple object, a chair or a pair of shoes 
or an automobile, and deliberately reconstruct the long 
chain of linked processes which has preceded the utilization 
of the finished article by the individual consumer The 
rau matenals drawn from many lands, the systems of or 
ganized production, industrial relations, and monetary 
transactions involved before these raw materials are avail 
able, the shipping and transport organizations required to 
move them, the financial and monetary system required to 
install the machinery required both in the original country 
of production and m the place of manufacture, the mer 
chanting organizations from beginning to end, including 
the final advertisements and methods of salesmanship the 
mining of gold which is related m different ways to all the 
currencies and contracts involved down to the last payment 
by the purchaser in treasury notes and metallic token 
coins the way in which any change m any one of these 
many links necessitates a corrective change through the 
whole And then think of all the other similar chains of 
linked processes each interacting with the first and with 
each other, each ending with a commodity which competes 
for a share of the limited total expenditure of the individ 
ual consumers at the end of the chain In this way we may 
begin to get something of a true picture of the real com 
plexity of the economic life of the world and of the intnn 
SIC difficulty of constructing a system under which it can 
develop without intolerable waste But we shall make a 
fatal mistake if we conclude with confusion and despair 
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The problem is difficult, but it is not insoluble. The con- 
clusion must not be inaction, or surprise tliat in such 
complex conditions things get adjusted even as ivell as they 
do, or a mystic attitude of veneration toivards our eco- 
nomic system like that of Burke towards the ^vonderful 
intricacies of the British constitution, -svhich had, he 
thought, so many merits dependent on causes he could not 
fuUy understand that he was afraid to attempt to remedy 
its ob\'ious defects. Our conclusion must be that ive need 
not some single and simple specihc, or reform in some 
single spasm of energy'— but a long, deliberate effort of the 
constructi's'e intelhgence. 

"^\^e may draiv encouragement from the fact that for so 
long the ivorld seemed to have found a solution, did indeed 
so nearly find a solution, for the conditions of a great 
period of human histor}'. 

This temporary solution, ^vhich seemed so long to be 
ivorthy of permanence, is the system under ivhich the har- 
vest of the neiv treasures of invention ivas reaped and ex- 
tended far over the ivorld— the system under ivliich all the 
intricate processes of specialized human effort -were ad- 
justed through competition and changing prices, private 
enterprise and profit, i\dthin governmental policies of 
laissez faire. 

^\^e must tmderstand ivhat this system ivas and did before 
we can justly judge -where and how it has broken down, 
and ho-^v -we can best replace, or modify or supplement 
it, ^rhether in relation to internal or to our o-^vn special sub- 
ject of international trade. 

'IVhat rvas this system in principle and in practice? 

The underlying principle is quite simple. Let the gov- 
ernment of each country establish a bare frameivork of 
la-jv and order; defend against external aggression, sup- 
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press civil violence, enforce the observance of contracts, 
institute a stable currency as a medium of exchange— 
ivhich could become a world currency by being linked to 
a gold standard— and then laissez fatre, laissez aller— 
stand out of the way and let the individual get on with 
his job uithout interference Within this simple frame 
ivork every individual, unable to produce all he ivants for 
himself, will make more than he wants of what he can 
produce best and exchange the rest for the different prod 
nets of others similarly spiecialized and acting under a sim 
liar stimulus Since no one can sell except to a willing 
purchaser, since no one need buy except what he wants 
at a price he thinks worth while, every exchange will m 
volve a benefit to both parties No one under these condi 
tions can secure private profit to himself except by 
bringing a benefit to others He cannot secure wealth for 
himself except by producing more total iveaJth than he is 
enabled to consume Private profit must therefore increase 
the public good Since the individual must be the best 
judge of what he uanis and since the specialized producer 
will, under the stimulus of personal advantage, seek out 
more eagerly what others want than any external and less 
interested general authority could do, such a s)stem must 
clearly secure a greater total of human satisfactions than 
any other could possibly do Competition must always com 
pel an individual producer to keep his prices near the cost 
at which he, or those competing in the same business, can 
produce And, with competition, eiery time any particular 
class of goods or services exceeds the demand of the public 
for them at the current price, the price must obviously fall, 
a’emanci wrfi’ nse, proif cfctron mil be diS'Ooarsged, siid the 
process will continue till supply and demand are again in 
equilibrium The converse corrective process ivill operate 
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jusL as successfully when any class of goods or services is 
for the Lime in deficiency. Since this simple and auiomaLic 
force operates upon every unit of the economic process, 
not only as regards the actual production of commodities 
but every form of service, upon the provision and alloca- 
tion of capital through a varying interest rate, upon the 
relative attractions of occupation in personal service or in- 
dustry or agriculture, there is a corrective force always at 
work in the economic system, adjusting and readjusting 
every unit in it to the others without any general author- 
ity requiring to control or direct, or even to know what is 
happening. Thus the strongest of all motives common to 
mankind, the desire for personal advancement, is har- 
nessed to the public good, and the same force is utilized 
to keep tlie whole of the economic process in balance and 
equilibrium. 

This was the principle. Granting its basic assumptions, 
its conclusion (hat private gain and the jntblic interest 
must coincide seemed to follow with all the certainty of a 
proposition of Euclid. These assumptions were roughly 
that there would be free competition between many sep- 
arate units in each sphere of activity, (hat there would be 
a margin of free resources of all kinds sufficient to prevent 
competition being ousted by monopoly, that the competing 
individuals and groups would really be in a position (o 
judge of their own interest better than any external au- 
thority and would not be prevented from doing so by 
exce.ssive inequality of bargaining status or the pressure 
of immediate need, and lastly (hat government would 
establish its effective framework of dcfen.se, law, and order, 
compel the enforcement of contracts, and maintain a .satis- 
factorily stable currency as a medium of exchange— and 
would refrain from doing more. Upon these assumptions. 
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nncl uah a s>stcin i!uk cst*)t)li$lic<l. c\cr>tlnni». uhcilicr 
a conitnodu) or a ser\icc, which was at an> tunc in c\- 
ctss in rthuon to others would be redmed by hlling 
prices aiul wlitnceci anything was in deficiency rising 
prices would increase it I\erything depended upon the 
syslcm being such as t<>com[x.l tins resjxinse to this mou\e 
force— and it ivas diflicnli to see why on the assumptions 
statcil It ssould uoi always elo so. or how ihe syslcm in ilni 
ease could hil to be the licst of all possible ones 

AVcll. th'* mere reeit il eif these assumptions is enough 
to suggest i ^ fhws in the th'*ory and the reasons why great 
imperfections gradually dc ped in practice 'Ihcsc as 
sumptions were ntser perfectly rcih/ed and. to the cstcni 
to which they were not. the praettea) consetpicnccs filled 
to correspond with the logically ticduccd result Hut for a 
long period the assumptions were near enough to realizn 
tion for the c\(cptums in practice to be of comparatiicly 
little iinportancc-and for the imperfections of the system 
to be oscrwhelmmgly omwcigheil by us merits 

It is important to rcaluc how uiiisersal ui us range of 
operation was the simple principle winch I liaic stated 
It underlay not only the adjustment of the supply of gooils 
aiul personal scrsitcs but the uliole financial and credit 
system Currcnties for example sscrc based on gold and 
sihtr The punhasing jiower of currency was in the last 
rcsoit dticrinincd by the indisidiial calculations of metal 
ptodiKCts as to sihether it was worth their while to work 
mines on the mirgin of profitability \Vlien prices fell 
generdly a gnen amount of currency, and therefore of 
gold would buy more goods than before and it became 
jiroliidilc to work the less as well as the more productive 
iniues so that the supjdy of gold would increase and prices 
would thcicfoit tend to rise again \Vhcn prices rose tlie 
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opposite regulative force -^vould come into operation. The 
supply and flo-5v of capital ivere determined in just the same 
ivay, changing rates of interest serving the same purpose as 
changing prices did for commodities. If people ^vere saving 
too little to provide the capital plant required for expand- 
ing enterprise, interest rates %vould rise and they ^vould 
ha^^e a stronger inducement to save more. And -when ad- 
venturous enterprise in distant and undeveloped lands 
offered more profit Avith more risk, the necessary capital 
Avould be attracted by the automatic increase in the rate of 
interest or diAudend forthcoming as compared Avith the 
safer forms of inA^estment aA'ailable at home. The indmd- 
ual inA’^estor, guided by the expert adA'ice of issuing houses 
Avhich his eagerness to increase his fortunes brought into 
existence, Avas able to judge as betA\^een the advantages of 
home and foreign investment and the respective merits of 
different enterprises competing for his saAungs. By a proc- 
ess almost as automatic the balance of trade A\"as adjusted 
betAveen different parts of the Avorld through the Avorking 
of the monetar)^ system. For national currencies Avere 
linked at fixed parities to gold, and therefore maintained, 
Avithin narroAv limits, a stable relation to each other. If at 
any time the nationals of one country Avere buying more 
than their exports enabled them to pay for, the gold re- 
serA^es of the country— the resecA^es necessary to enable 
currency to be exchanged at any moment as they could be 
under die gold standard system— Avould fioAV out of the 
countT)' in settlement of the balance. The Central Bank of 
die coimtr^^ Avhose duty it Avas to keep itself abvays in a 
position to giA'^e gold in return for currency on demand 
and therefore to maintain its gold reserves, AVOuld tempt 
gold back by putting up the Bank rate and therefore mak- 
ing it more profitable for foreigners to send money in to 
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enjoy the higher rates o£ interest The increase o£ the rate 
of interest ^\ould m turn reduce production and therefore 
prices, and this in turn uould increase exports and reduce 
imports This simple method, which has, as we shall see, 
since had a sinister history as involving ‘ deflation, ’ w orked 
w ith some but not intolerable liardships in the last century, 
and m time it was bound to bring back a due balance of 
trade A Central Bank did not need, no one needed, to 
estimate the trade of the country as a whole All it had to 
do was to v\atch its gold reserves and replenish them vshen 
necessary by the simple device of Bank rate And so 
throughout the whole of the vast and intricate system Its 
distinctive feature was that it enabled all the innumerable 
adjustments of the economic process to be self regulating 
and automatic Over the whole range of human activity, 
need and effort, demand and supply w ere adjusted to each 
other without anyone estimating the one or planning and 
controlling tlie other The individual entrepreneur would 
feel his way to a new or expanding market, with the move 
ment of pnces as his guide 

This infinitely complex and intricate system, self 
regulating and automatic, is perhaps the most marvelous 
of all the collectiv e creations of man It has an intellectual 
fascination scarcely to be equaled in any other sphere, for 
all w ho hav e studied it It wns built by the separate efforts 
of innumerable men, no one of whom understood the 
working of all its parts To those who have studied it it is 
more like a living creature, working by instinct, with an 
infinitely intncate and delicate adjustment of organs to 
function, than any of the deliberately planned and con 
strtKted Jtorij of ot?/? Asid wlwJe the environment in 
which It had evolved remained, it served its purpose with 
subtlety, preasion, and exactness— and with astonishing 
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success. A new environment of industrial technique and 
governmental action, as we shall see, now necessitates a 
system in which, as regards both internal and e.\temal 
trade, deliberate reason must in part replace instinct. The 
success of the self-regulating process was dependent upon 
a fortuitous combination of temporary and precarious con- 
ditions. But while those conditions remained it served the 
■world well. 

It gave full scope for the utilization of new inventions 
ivhich multiplied nature’s gifts beyond imagination. It en- 
abled the structure of a mechanized civilization to grow 
and expand till it sheltered hundreds of millions in com- 
fort fer beyond the primitive standard of the solitary 
peasant, which has been the normal fate of all but a few 
minorities throughout the ages. It enriched the life of 
typist and artisan with the treasures of every clime and 
continent. And no other practicable system could have 
done so much. No collective and controlling authority, 
whether of the State or of institutions external to it, could 
under the political and economic conditions of the great 
century of expansion have conceivably ser%^ed mankind so 
■svell. 

Now let us consider this system in special relation to 
international trade. The simple framework of State control 
■jvhich it required made it easy to secure the conditions 
under ^ivhich trade could expand indefinitely under the 
stimulus and guidance of private profits. A metallic stand- 
ard, gold for most countries, silver for the rest, gave a 
sufficiently stable medium of exchange. The range of varia- 
tion bet^veen "gold points”— the prices at which it became 
ivorth -jvhile to export and import gold, 'svas moderate 
and limited— not enough to offer a serious obstacle to nor- 
mal transactions, just enough to maintain the balance of 
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tnde in eqinlibmim The enforcement of lau and order 
and the obserx-ance of contracts by national governments 
ms m general suffiaent Where necessir) it uas supple 
mented b) localized special regimes as in Shanghai occa 
sionally b) the menace of rutvail demonstrations as against 
\^enezuela or e\ en by ocaipation and control as in Egypt 
But m general the observance of contracts by the nationals 
of less advanced countries nas secured by the conditional 
prospect of further benefits to come The financial re 
sources and potential favors of the nclier countries backed 
by the usually only latent power of their armed forces 
secured a framework within which the privnte adventurer 
could pursue his profit to the advantage both of himself 
his compatriots and on the whole though not without 
serious exceptions of those with whom he traded in all 
lands The legal systems of the more advanced countries 
were sufficiently similar for their separate action to con 
stiiute in effect a single system of law within which their 
nationals could deal with each other Their conflict with 
each other was in general competition only of the same 
kind as with their owai compatriots such quarrels as arose 
were the quarrels of individuals only usually capable of 
settlement by an available tnbunal and m any case not 
suffiaenlly general to endanger international relations Oc 
casional commercial conventions were necessary to coordi 
nate and supplement the operation of the commeraal 
policy and legal systems of the different States but these 
could be arranged by the ordinary procedure of diplo 
matic negotiation 

Under such conditions international trade expanded 
enormously and spread the benefits of the new mv entions 
throughout the world Countries compnsing the vast major 
ity of the human race which had hitherto been restricted 
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beyond bare sustenance, to products of craftsmanship aided 
only by the simplest of mechanical apparatus, found a vcrf 
different future opening before them. Railu'ays imported 
from the western world enabled tliem to sell their produce 
of food and raw materials in return for all the products of 
mechanized manufacture; many of their inhabitants at- 
tained riches, and most a substantially higher standard of 
material comfort. Capital flowed in a fertilizing stream from 
the industrialized countries, "^vAich in turn found a produc- 
tive outlet for their savings, and, as a closely related counter- 
part, an expanding, and apparently illimitable, market for 
their goods, and consequently also an economic basis for 
their increasing populations. Great Britain ^vas the leader 
and, during the period of greatest expansion, far more im- 
portant as an exporter than any other countr}'. The United 
States, while increasing its population and wealth even 
more rapidly, found its field of expansion in the vast area 
comprised within— or brought within— its otm sovereignty. 
Its external trade "svas comparatively small, and throughout 
the last century it was importing, not exporting, capital and 
buying more from outside its own frontiers than it was sell- 
ing. 

In spite of local and occasional diEBculties and interrup- 
tions, and the faint foreshadowing of troubles destined in 
the next centur)' to be serious, the system worked with a 
man^elous success. Decade after decade, the populations of 
the United States, of Great Britain, and of Europe increased, 
were absorbed into productive employment, and attained 
constantly higher standards of living. Both international 
and domestic trade, the need of adjustment to each other of 
all the infinity of separate human units of efEort and skill 
both •within and -^vithout national frontiers, seemed to have 
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found a system uhich pro\idcd all that uas necessary in a 
system of pnxatc competition, changing prices, and laissez 
fnirc uitliin a bare frameuork of hu With such astomsliing 
success to Its credit, it is not surprising tint the defects latent 
in the nineteenth century ucre not then visible, and the 
extent to u hicli its cfTicacy depended upon conditions v\ Inch 
could not be permanent was not realized In the retrospect 
of later disaster wc can sec what these conditions were, and 
can realize that some of them, which were then taken for 
granted as apparently a part of the order of nature, were 
fortuitous and temporary It is worth while to consider the 
more important of these conditions so far as they are directly 
related to international trade 

In the first place, while there was intense competition 
between individuals within each mam type of country, 
trade as between those of different countries was far more 
complementary tlian competitive The raw material and 
food producing countries of the world sold ilicir produce to 
the industrial countries the whole of the world economy 
found Its equilibrium in this fundamental relation The 
one type of country had no industrial development which 
seriously reslncicd the need for imported goods or created 
any motive for imposing obstacles to tlieir admission And 
even the competition between the industrial countries 
themselves was of limited dimensions Great Britain had a 
long lead over European countries, she could extend her 
markets as fast as she could increase her production, when 
others entered tlie field there was for a time room for all 
The second of these factors had changed substantially before 
the end of tlie nineteenth century, and the first was begin 
ning to, we shall consider later in what way and with what 
consequences But tliroughout the greater part of the nine 
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teenth century the ^vhole system of trade \vas greatly as- 
sisted by the extent to Avhich it tvas, internationally, com- 
plementary rather than competitive. 

In the next place the fact that Great Britain liad a position 
of such ovenvhclming priority in all that related to inter- 
national trade made possible a unity of policy and direction 
as regards the main institutions on tvhich it depended 
■without necessitating anything like real international gov- 
ernment, or anything more than the simplest forms of 
international agi'eement. Her immensely greater capital 
resources available for foreign investment (those of the 
United States being absorbed by internal development); 
her much greater external trade; her first arrival on the 
scene as the agent of development in most of the netv 
countries; and behind all the invisible but potent influence 
of her naval invincibility— all contributed to make London 
the financial center of the ■\\'orld, and enabled the simple 
but necessary frameu'ork for the operation of both the gen- 
eral financial system and the gold standard to be established 
and maintained. 

I may perhaps be allowed to claim that the slowly 
evolving policy and traditions of Great Britain made her 
singularly suitable for this role. She developed institutions 
through tvhich her capital was wisely directed, and applied 
■^vith some exceptions to productive use which created much 
more real and regularly increasing wealth than the lenders 
exacted for tlreir services, the balance remaining as a net 
benefit to the borro'^vers. Moreover, investing habits and the 
policy of the issuing houses resulted in the continued out- 
flow of new capital approximately equal to the return from 
capital previously invested; so that the world’s exchanges 
tvere not burdened, or the maintenance of the gold stand- 
ard rendered difficult, by large net transfers of money. The 
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general policy of Free Trade, adopted as m the best interests 
of an e\porting and lending countiy, constituted an en 
Mronment peculiarl) suitable fora world financial center, 
and greatly helped to gi\e flexibility and elasticity to the 
whole S)stem The strength of the navy was used with re 
straint It policed the seas to the benefit of all countries 
And if It enabled English traders to cany on their business 
in foreign countries with weak governments, and mam 
tamed a large empire under the British flag its strength was 
rarel) abused In particular it was never used to secure a 
monopoly of the resources or the markets of the Colonies, 
which v\ere open to the goods and enterprise of all comers 
upon equal terms 

Under these conditions the whole system, financial and 
monetary, upon which the adjustments and equilibrium of 
international trade depend^, worked without fnction 
and almost automatically, with a certain nucleus of central 
direction whose existence and whose value were not even 
realized till, under the new conditions of the postwar 
period, they were lost 

The international trade which so developed was for 
several reasons of inestimable value, beyond any measure 
ment of it m stalisucs, to countries whose industrial pro 
ductive capacity was rapidly increasing 

In the first place the large scale of the markets thus opened 
permitted and encouraged larger scale production than 
vvould have been possible with a purely domestic demand, 
and in this way extended and multiplied the economics of 
specialized production which is the basis of all economic 
progress 

A second advantage was of even greater importance The 
opportunity of external expansion in markets where the 
general standard of living was lower, and a demand was 
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therefore constantly becoming effective for just those classes 
of articles ■\\'hich ^vere in danger of reaching saturation 
point at home, ^\’as of inestimable assistance to the whole 
capitalist system at its point of great \\'eakness. 

So completely uvas this weakness thus remedied that its 
very existence was not realized. A whole school of classical 
economics developed, and with its support a general con- 
ception of the economic system, ^\'hich assumed as normal 
and inevitable die precise characteristic whose absence is 
at the core of our principal post-war troubles. As Mr. May- 
nard Keynes has been demonstrating in his recent book, it 
assumed that— apart from certain transitional or “frictional” 
unemployment of limited and specific kinds— there would 
always be full employment; that employable labor itself 
would create, or find available already existing, opportu- 
nities for new enterprise and investment sufficient to ab- 
sorb it; and that with this expansion at the frontiers of the 
economic system all the multitudinous adjustments of 
every human unit of effort to ever}' other would be secured 
by the automatic operation of competition, changing 
prices, and changing ivage rates. 

These adjustments were in fact secured, ivithout any 
excessive waste and dislocation, because of the life and vi- 
tality which ^vere given to the whole system by the extension 
of demand to ne^v classes of purchasers. The extended de- 
mand came partly from the inhabitants of less advanced 
countries reached by international trade, and partly from 
the constant and rapid increase of the population at home. 
This double extension limited the consequences of any er- 
rors of calculation tending to excessive production in any 
sphere of economic activity. Supposing, for example, that 
over-optimistic calculations on the part of makers of boots 
or chairs as to the extent of demand at a given moment (or 
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the total effect of the optimism of individual manufactur 
ers as to the share they could capture of a total market cor 
recti) estimated) led to an excessive production of those 
commodities Prices would fall output be reduced and 
soon— without an) scrapping of plant or long unemplo) 
inent of the workers concerned— new purchasers abroad or 
the natural increase of population at home v\ould correct 
the posiuon The factories would be fully at work again 
and could keep in equilibrium merel) b) retarding their 
subsequent rate of expansion for a lime ^\llat has throwai 
such a strain upon tlie capaaty of the economic s)stem to 
effect Its adjustments is the rapid and simultaneous disap 
pearance of both these outlets International trade has de 
dined instead of inaeasing v\hi!e the home populations of 
the advanced industnal covmines have lost tlteir former 
rate of increase have become almost stationar) and will 
sliortl) dedme 

Now It IS tlieoreticall) possible for full emplo)Tnent to be 
maintained for full industrial capacit) to be utilized even 
w ithm a closed s)stem w ith a stationary population But the 
adjustments required are infinitely more difficult All sorts 
of traditional habits— as to Uie relations between spending 
and saving betvseen profits and vvages and so on require to 
be changed and raudi more transfer from one form of spe- 
cialized occupation to another is necessary It is intnnsicall) 
a V er) different thing to adjust production to a temporarily 
inadequate demand till demand has again ov ertaken suppi) 
and to adjust productive capacity to a permanently reduced 
demand The new environment resulting from the cessa 
tion of increase in purdiasers is one of the pnncipal under 
lying causes of the many maladjustments between different 
parts of tlie economic process whose total visible measure is 
giv en by idle industrial plants and the numbers of the un 
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employed. In time perhaps nesv habits as to sa^•ing and 
spending, neiv customary’ rules of polic}’, ne'^v arrangements 
for maintenance and training and transfer, might restore 
the necessar}' vitality and capacity of adjustment to the 
economic system, vorldng under the old impetus and guid- 
ing forces. But in the meantime tlte ivhole ss’stem, deprived 
of its previous outlets, is clogged. The case for at least the 
partial use of collective planning and direction, tvhether by 
the State or not, is greatly strengthened. And, in any case, 
ivhether rightly or ■i\Tongly, the State under public pressure 
and the visible distress caused by the failure of the unassisted 
economic sy'stem to absorb and adjust in the old Avay, is 
forced into various forms of action. Each of these nvliile 
giving local relief causes interferences with the automatic 
operation of the economic system in other spheres, which in 
turn compels further State action. 

In a word, the characteristic disease of the capitalist com- 
petitive system after its first stage of development is a Idnd 
of middle-aged consdpation. Increasing population at home 
and external trade were the most effective of aperients. They 
are no longer available. As soon as the industrialized Amer- 
ica had passed the frontier age; as soon as Great Britain 
could no longer find increasing foreign markets for her 
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increasing industrial capacity; as soon as countries with 
rapidly increasing populations, and inadequate domestic 
resources, like Italy and Central Europe, could no longer 
find an outlet in emigradon to America— a new and more 
difficult era rvas inevitable, in which each country' would be 
thrown in upon itself and would need to find means of 
expanding its internal markets, rvith all the consequent 
changes in organization and policy involved. In this era, 
t\'hose difficmldes were further increased by all the disloca- 
dons of the tvar, the old economic system proved incapable 
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of making the new adjustments— or of making tlicm quickly 
enough for an impatient public This 15 one of the principal 
origins of the extension of State action The otlier is the 
growth of large economic orgam/ations-whcthcr of indus 
trial combines or trade unions— svithin the economic system 
which have further restricted the free competition and 
operation of the changing price method of adjustment 

The great value of international trade— or of such an 
opening up of new territory within its own frontiers as 
there was in the nineteenth century in the USA which 
served the same purpose— was thus that it prevented the 
clogging up of the economic system and the consequent im 
pairment of its ability to secure adjustments of economic 
processes by changing prices And this is wliy the establish 
ment of political conditions which would permit the dc 
vclopmcnt of sucli a country as China with its immense 
population on a low standard of living would now give 
as nothing else could give a nesv lease of life to the old 
system 

Wc can see in retrospect the latent defects of that system 
and the fortunate combination of circumstances svhich 
made them of little practical importance at the time much 
better with the experience of our own century 

But already m ilic last century there were ominous hints 
of troubles to come Pressure upon reluctant creditors 
by tlic demonstration of naval force occasional occupation 
as m I gypt upon default the insistence backed by naval or 
military strength on special regimes as at Shanghai or on 
an open door as in China as a whole were successful for 
the moment But they were exceptions to the ideal laissez 
faire system in so far as they involved State action outside 
the sphere of enforcing hw witliin national frontiers and 
they were bound to encounter difficulty as soon as those 
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In my last lecture I discussed the system under which in- 
ternational trade gre^v' in the nineteenth century. Today 
I have to consider the changes in that system as "^ve pass 
across the great watershed of modem history, the Avar 
period of 1914-18, to more recent years. 

I shall say little of the ivar period itself. The regime 
then imposed upon both economic organization ivithin 
each country and on its diminished external trade ivas the 
result of the special needs and conditions of the war itself, 
tlie concentration of eflEort required to maintain the forces 
in the field, the blockade and tlie submarine campaign; 
and it ended ivith the conclusion of hostilities. 

Nevertheless, there are a few things that need to be said 
about this ivar regime that are relevant to the enduring 
problems of later years. 

In the first place the ivar ivas a kind of hothouse in ivhich 
much that ivas othenAUse groiving sloivly ivas forced rapidly 
into full fruition; it ivas a laboratory in ivhich many ex- 
periments in State action likely to be needed for other 
purposes ivere carried out. The State control of economic 
activity in every sphere, imposed by the special needs of 
four years of struggle, Avas in many respects similar to that 
Avhich may be required for other reasons, as the public in- 
sists upon the old self-regulating system, Avhich is noAv less 
capable of effecting its adjustments, being supplemented 
by some form of collectfre regulation. "^Vliile therefore the 
Avar system itself Avas ended in 1919, Ave shall find much 
that is insmictfre in its methods as State control requires to 
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be de\ eloped for other purposes in the future So too the 
blockide and the submarine together, whate\er their other 
objects and consequences, constituted from the point of 
Meu of economics the most complete form of economic 
protection the uorld has e\er seen Home industries i\ere 
sheltered from foreign competition, and were enabled vnth 
this help to expand rapidl} as they could not othenvise 
ha\e done On the other hand the public ivas deprived of 
the comforts and luxuries the) derive from imports, and 
lost the benefit of low prices of which foreign competition 
assures them, while exporting industries lost their markets 
as completely as when they arc opposed by the highest tar 
iffs of foreign countnes The reactions of the blockade 
therefore w ill throw much light upon w hat w e may expect 
in future if the present movement towards higher tanffs 
and economic nationalism continues For good and ill alike 
the consequences are the same Politically, the blockade 
and submarine w ere methods of attack Economically, they 
were an extreme form of protection for the countries 
against which they were directed 

Secondly we must note that much of what we have been 
accustomed to ascribe to the vvar m our recent economic 
history was really due to developments in our economic 
organization which were accelerated and increased by the 
w*ar, but not onginated in it And lastly, where the v\ar 
was in fact the real cause it inflicted much deeper injuries 
upon some parts of our economic system than was at first 
realized and left enduring consequences which must be 
regarded as permanent factors in all the problems of our 
future 

I must emphasize the last two points, for they are the 
clue to the astonishing sequence of recov ery and collapse 
in the last two decades, and vve shall not be qualified to 



30 ^VORLD TRADE 

forecast the future and its developments and meaning in 
any sphere of either economic or political questions unless 
tve realize the true significance of the events of this recent 
period. 

Before then I pursue my special theme of international 
trade, I Avill ask your leave to make a sometvhat lengthy 
digiession and to suggest to you what I believe to be the 
real key to the success and failure of our post-war efforts. 

It is only too easy as we look back over nearly twenty 
years, tvith the troubles of the last six years vividly in our 
minds, to look upon all the efforts of posMrar cooperation 
or negotiation as a long succession of follies and failures. 
Such an impression would be a profound mistake. The 
success of the first ten years’ effort of recovery tras as strik- 
ing as its later collapse. It realized its objective, t\’hich was 
to rebuild the pre-war system. Failure came because that 
system tvas in several vital respects inappropriate to the 
netv conditions and because it was too weak to resist and 
control the ne^v and greater forces that had developed 
witliin our economic and political system. 

This I believe to be the essential significance of the 
post-'\var period. 

It is not surprising that in 1919 we should have failed to 
realize that we needed not only to rebuild on the old 
foundations, but to enlai-ge and strengthen the founda- 
tions themselves. The war itself was so shattering and 
stupendous an event that it seemed a sufficient explanation 
of all the distresses from which the -world was suffering 
■when it ended. Its obvious direct effects in material de- 
struction, the diversion of the channels of trade, and the 
depreciation of currencies, were so great in themselves that 
they obscured more profound changes in the economic 
system and in society itself. 
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By comparison i\ith 1919 the world of 1913 seemed to 
most of us a paradise from which we had for some years 
been excluded by the flaming sword of destruction It 
seemed a sufficient goal for our efforts to regain the paradise 
we had lost It was mturil therefore that the first effort 
of the war should have been directed in nearly all coun 
tries, not to changing the foundations or the mam structure 
of our society, but to repairing and rebuilding upon the 
old foundations and upon the familiar design This basic 
conception underlay the policy pursued in e\cry sphere of 
action Let us look at each in turn 

Material wealth had been destroyed and the normal 
renewal of capital plant— roads, houses railways and fac 
tones for peace requirements— had been interrupted The 
damage must we said be repaired, the arrears made up 
The system of clastic and intricate adjustment of supply to 
changing human needs by competition and mo\ing prices 
had been impaired, and to a large extent replaced, by a 
Viast mechanism of State control directed to the needs of 
war This State control must then, ave said, be cut away, 
and the conditions under which the old automatic system 
could function again as in the past be reestablished Under 
the stress of war finance currencies had broken away from 
their metallic anchor, they had ceased to have any stable 
relation to each other or, even in a single country, to the 
commodities and services they could purchase, and the 
world had lost a stable medium of exchange for its trans 
actions \Vell, the system which, it seemed m retrospect, 
had functioned with such miraculous efficiency, must, we 
said be restored currencies must be brought back on to the 
gold standard, and national budgets so reestablished that 
they could be kept on it The normal channels of trade 
had been diverted by the war and their resumption im 
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peded by the nei*.' tariffs which took the place of those most 
extreme forms of economic protection, the blockade and 
the submaiine. These obstructions must as far and as 
rapidly as possible be removed and the private enterprise 
of merchants enabled to resume tlieir familiar operations 
through their accustomed channels. The normal system of 
international lending and borrotnng had been strained bv 
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the necessities of the Allied belligerents and remained 
burdened by the greatest of all international obligations, 
reparations and interallied debts. These Pvo great debts 
must then be deffnitely determined and placed upon a 
basis tchich tvould enable investment for the normal de- 
velopments of peace to be resumed. Some countries sucli 
as Austria. Hungary, Bulgaria, Greece, and Poland had 
been subjected to strains of so exceptional a character that 
the}' could not keep in step -^Hth the general progress of 
Europe to reco'^'ery. Combined action by the stronger 
powers must therefore be taken to help them to take their 
equal place in the general economy of the continenL In 
one respect only "svas it recognized from the first that the 
foundations of the pre-'svar system must be changed and 
enlarged. The outbreak of the -^var itself, and the character 
of the problems -ivhich succeeded it, sho-sved that the tradi- 
tional mechanism and methods of national diplomacy^ tvere 
inadequate to the needs of the modem -rvorld. A netv in- 
strument of combined international action, for the re- 
straint of ■>var. for the settlement of disputes, and for coop- 
eration in co mm on tasks, must therefore be established. 

After the first needs of urgent relief therefore, the ■\ast 
reconstruction effort of the posp-svar -ivorld 'svas directed 
to the reestablishment of the pre-t\'ar system "sHth the one 
notable addition of the League of Nations. The removal 
of State control and the establishment of conditions fa- 
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\orable to pri\ate enterpnse, the balancing of national 
budgets and the restoration of currencies and of the gold 
standard, the resumption of greater freedom of inter 
national trade by the reduction and stabilization of tariffs, 
the relief of social distress by tlie development of social 
services, on a larger scale but on familiar lines, the resto 
ration of die system of foreign investment by the settle 
ment of reparations and war debts, the reconstruction by 
combined action of the weaker countries and lastly the 
creation of a new international organization which would 
supplement, but would not necessarily change fundamen 
tally, national sovereignty and the traditional social and 
economic system diese were the objectives— and they 
seemed for the time die sufficient objectives— of the efforts 
of the first decade after die war 

In spite of all that has happened since, those who took 
part m diese efforts need not be ashamed of their achieve 
ment and they can scarcely be blamed for failing to see the 
latent weaknesses in the foundations on which they were 
building Never had the constructive intelligence of man 
kind been faced with so stupendous a task, never did it 
show such resources or achieve such results For a time the 
success seemed almost complete, and likely to be perma 
nent Consider the position ten years after the cessation of 
hostilities— in 1928 Everyaihere diroughout the western 
world pre war standards of prospenty had been surpassed, 
and the pre war system reestablished The average standard 
of living was higher than before the wur International 
trade had indeed not fully regained its old volume and 
value but any loss was much more than compensated for 
by increased home markets There w as an increase in un 
employment in some countries, but in only one or two was 
tlie increase serious, and in those countries it was possible 
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to give maintenance at the expense of the community on a 
scale never previously known. Parliamentary systems of 
government, successful in the war, seemed to be justifying 
themselves in peace. Except in Italy there ^vas no nota- 
ble example of a previously free system breaking dotvn and 
being I'eplaced by dictatorship; and this '^vas much more 
than offset by the establishment of free institutions in Gei'- 
many, in Poland, in Austria, in Czecho-Slovakia and else- 
where. Currencies had been almost everywhere restored 
and linked again to the gold standard, and the ^rorld again 
had for both its internal and external transactions a stable 
medium of exchange. Some reduction had been made in 
tariffs, and the remarkable unanimity of the Economic 
Conference of 1927 promised further progress. Settlements, 
apparently final, had been made of both reparations and 
allied debts, and payments in accordance 'ivith them were 
being regularly made. The broken countries of Central 
and Southeastern Europe had been restored and put on the 
same general level as other countries of a similar type, new 
currencies being introduced and the finances reformed in 
Austria and Hungary, and large numbers of refugees being 
so successfully settled in new land colonies in Greece (and 
to a less extent in Bulgaria) as to make them an additional 
source of strength, instead of an expensive and disruptive 
element, in those countries. Capital was floAving freely (in- 
deed, as the sequel showed, too freely) from capital-forming 
countries like America and Great Britain to those needing 
development in South America and elsewhere. Lastly, the 
ne^v organ of international government, the League of 
Nations, in spite of the reservations in the support given 
to it by the constituent national States, had grown in 
strength and authority. To the original great poivers 
among its members. Great Britain, France, Italy, and 
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Jap-^n, had been added Germany The United States, 
though not a member, was cooperating regularly and on an 
extensive scale, and nas contributing a further element of 
strength to the international system by the Kellogg Pact, 
and the time when the circle of the great powers m such 
a s>stem would be completed by the addition of Russia 
(which Ins since happened) seemed not far distant The 
central political problem of Europe— the relations between 
Germany and its neighbors— was apparently well on the 
way to solution as a result of the rapprochement which was 
effected during the tenures of office of Monsieur Bnand, 
Sir Austen Clnmberlain. and Herr Stresemann, and found 
Its expression in tlie Locarno Treaties Definite progress 
had been made with tlie limitation of navies, and the pros 
pects for land and air disarmament seemed promising 
Ten years after tlie war, then, in 1928, in spite of local 
distresses, some political menaces, and many difficult politi 
cal problems, prosperity seemed to have been regained, 
parliamentary government to have been justified and rem 
forced, peace to be reasonably assured A little further 
progress along tlie lines on which such success Ind already 
been achieved, steady work in each country upon its do 
mestic and social problems— and the future seemed to 
promise a civilization, perhaps not Jess stable and certainly 
much richer, than anything known in the last century 
Then came the sudden and devastating collapse m the 
economic life of the world, m its financial system, in parlia 
mentary government, in tlie new structure of peaceful m 
ternational relations The world depression of 1929, the 
financial chaos of 1931, the new dictatorship m Germany 
of ‘ind prohiind repercussions elsewhere, tlie di 
minished membership and reduced authority of the League 
as disputes and menaces alienated japan, Germany, and 
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Italy, came in rapid succession; and a ne^v race in arma- 
ments, at once a reflection and a cause of political tension, 
■vras inaugurated with the breakdown of the Disarmament 
Conference. 

This tale of collapse, extending over the ^vhole range 
of man’s collective constructive efforts of the first decade 
after the war, cannot now be retold. But it is necessary to 
emphasize the central feature to be observed in every 
sphere of disintegration. It was the old system that had 
been rebuilt; and this system proved in some respects un- 
suitable to the new conditions, and not strong enough to 
control the new forces. The adjustment of each unit of 
human effort to the others with which it was interdepend- 
ent required a general system strong enough to compel 
the appropriate response to each change. When any form 
of human activity, whether in the supply of goods or of 
services, was in excess in relation to others, falling prices 
must compel reduction; when it was deficient, rising 
prices must bring increase. But in one sphere after the 
other the system proved too weak to compel this response. 
When the ordinary ^vorking of the monetary system began 
to force do'^vn costs to redress a balance of payments, the 
resistance of organized economic forces ^vas too strong for 
the system— rigidity in costs broke the gold standard. When 
financial obligations exerted their orthodox influence in 
increasing the debtors’ exports and the creditors’ imports, 
organized industrialists succeeded in utilizing the ma- 
chinery of the State to stop the process by increased tariff 
barriers; this in turn made the financial obligations im- 
possible of fulfillment, default folloived, and the normal 
financial system tvas broken. Once again an organized eco- 
nomic force had broken the frame^vork of law and obliga- 
tion within which the normal adjusting process could alone 



AFTER THE ^VAR 


37 

operate For similar reasons, national currencies, the in 
ternational gold standard, the self regulating equilibrium 
in the balance of trade, national banking organizations, 
the international imestment s)Stem, the enforcement of 
contracts— all the fundamental institutions of the normal 
regime— broke down one after the other And as they did 
so, as the impact of external e\ents fell upon each national 
economy and brought new factors to as hidi the appropriate 
correctue response uas no longer forthcoming maladjust 
ments deaeloped throughout the internal system of each 
country as uell as in international exchanges Idle produc 
tive capaaty large scale and general impoverishment i\ere 
the consequence Nor uere the new forces uhicli thus 
proved too strong for the old system solely, though they 
Here largely, due to the war That system had depended 
for Its full efficiency upon the competition of many small 
economic units, no one of which was strong enough to 
break the system or capture the instrument of the Stale 
Itself The integration of economic units into large or 
ganizations, whether of combines or of large trade unions, 
developed forces too strong for the control of the old 
system 

It would take me too far from my limited theme to at 
tempt to describe the whole of the new system of more 
extended State action going far beyond the mere enforce 
ment of law and order— a system largely rooted in the 
stronger economic forces which it now has to control I 
must now return to the special sphere of international 
trade From the confused and changing pattern of gov em 
mental action and control in many spheres, I must pick out 
and follow one thread It was necessary to look for a mo 
ment at the whole, to obtain a proper perspective for the 
part vshich directly concerns us My purpose, however, m 
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these lectures is not to describe and forecast the whole of 
the new structure of government and economic organiza- 
tion which is being evolved, but only that part of it tvhich 
determines the form of external trade. To do this I need 
to isolate the relevant development in each successive 
period; and in this lecture therefore I must discuss the 
course of international trade and the policies affecting it in 
the first post-tvar decade. 

When the tvar ended, the barriers to external trade im- 
posed by the blockade and the submarine were removed. 
But for a time a host of other impediments prevented any 
rapid resumption of normal trade, the stoppage of normal 
foreign investment, currency dislocation, shortages of sup- 
ply of what tvas required for peace needs, the absorption 
of shipping in repatriation and relief work, and so on. As 
some of these impediments disappeared, the efEect was just 
the same as the sudden removal of a high tariff system 
would be. New industries had grown up behind the ^var- 
time “protection.” When this was removed, they were 
threatened by ruin, and their workers by unemployment. 
To prevent this the different national governments Avere 
urged, and successfully urged, first by this industry and 
then by that, to bar out the new stream of foreign imports, 
sometimes by new tariffs, sometimes by prolribition. These 
new barriers ■were not erected as a part of any international 
plan for mitigating the dislocating effects of a return to 
pre-^var channels of trade, they ^vere set up by each govern- 
ment separately to deal with the particular troubles in its 
OAvn country without regard to consequences elsewhere. 
More than that, each national government acted under the 
pressure of successive representations from particular 
industries without ^vaiting to construct anything like a com- 
prehensive national policy. As the process continued, how- 



AFTER THE WAR gg 

ever, each country began to receive protests from its 
exporting interests against the effects of other countries’ 
tariffs and prohibitions The new protective system tliat 
grew up under these conditions was cumbrous, complex, 
and provocative Sentiment accumulated against it At 
tempts w ere made to simplify and reduce the barriers by in 
temational negotiations, the characteristic feature of which 
was that each country tried to get other countnes to reduce 
tariffs while maintaining its own The negotiations at the 
great Conference of Genoa in April 1922 were typical This 
conference, which was composed of prime ministers, min 
isters of finance and trade of almost all the countries of 
Europe, and attended by ofhaals from treasuries and mm 
istnes of commerce, was called partly to reestablish rela 
tions with Russia, partly to lay down the chief lines of Eu 
ropean reconstruction As a part of this object a committee 
of officials concerned with commercial policy was set up to 
prepare an agreement for the removal of trade barriers 
It failed completely for a reason which was typical of all 
the subsequent failures of this period Each official was 
the prisoner of his own national system, each item of which 
represented a protection to some home industry which was 
supported by those who had secured its adoption He was 
responsible to ministers who were the prisoners of the 
groups of organized interests in their respective parlia 
ments Each national representative therefore, while urg 
mg that others should change their policies, felt bound to 
defend his own and had no authority to agree to change it 
The greatest of all the difficulties in these negotiations was 
not that of a real conflict between divergent national m 
terests and national policies but that there were no genu 
me national policies conceived as a whole but only a series 
of national systems improvised under pressure And neither 
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ministers nor oSdals tvere effectively masters of the na- 
tional system so constructed. Alimys, as the negotiations 
proceeded, one felt that the dominant consideration in the 
mind of each national representative ivas not a conception 
of his nation’s interests as a tvhole, mistaken or not, but a 
calculation of pressures to tvhich the national government 
tvould be subjected by organized interests in the respective 
parliaments. Consequently the net result of the Genoa 
resolutions was rather to endorse and consolidate a system 
of trade baniers tvhich everyone, looking at it as a tvhole, 
recognized to be injurious to tvorld recovery, and those 
passages in them rvhich recommended reductions remained 
as merely pious hopes tvithout practical effect. And in gen- 
eral this teas the experience of other conferences of this 
period, though a fetv organized at Geneva for more modest 
and specialized purposes secured the removal of some of 
the least defenrible forms of trade obstruction. 

hfeantvhile, hotvet'er, much greater progress tvas being 
made in restoring another part of the pre-tvar system on 
tvhich international trade had depended, the restoration 
of the gold standard— tvidch gave the tvorld tvhat ttas in 
effect a single and stable medium of exchange for its trans- 
actions— and of the finanda] sj'stem, tvhich encouraged the 
flow of capital from industrial to non-industrial countries 
and prodded the latter ivith the means of purchasing the 
former’s goods. 

In this sphere the difficulties, though great, tvere not in- 
superable. There tvas practically uni'^nrsal agreement as 
to the objective of policy. The influence of Central Banks 
and of bankers generally was strong in support of the 
system to tvhich they had been accustomed before the rrar, 
and so far as action devolved on them they could take it 
rdthout the handicap of pressure from strong political 
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forces A more difTiciilt nsk fell on ministers r\ho 'is i 
condition of miking the gold standard effective hid to 
bilance their budgets ivluch meint enforcing economies 
ind increising taMtion But great as uas the opposition 
they encountered it vms less formidable than the organized 
resistance of mdiistrial interests to the removal of tariffs 
Under the influence of the great Brussels Financial Con 
ference of 1920 organized by iJie League of Nations bank 
ers and ministers of finance m one country after another 
restored gold currencies and established the conditions 
under uluch capital began to move again freely from one 
country to another 

Nou as a counterpart to the liberalization of commercial 
policies tins return to tfie pre-uar monetary and financial 
sj’stem would probably Ime led to a great increase m world 
prosperity But witft commercial policies still directed to 
e\cluding imports and therefore damming back other 
countries exports tfie attempt to restore a world currency 
and free capital investment was not only destined to ulti 
mate failure it was bound to involve disastrous conse 
quences of man) kinds For money and finance arc properly 
only the servants of trade They can assist trade to expand 
but they are useless if the expansion is deliberately stopped 
by other action Moreover success in restoring one half of 
the prewar system encouraged the most dangerous illu 
sions Those who negotiated either reparation or allied 
debt settlements those who arranged large international 
loans like the Dawes and Young loans or floated large 
private issues for commercial enterprise m other countries 
did so on the tacit assumption that international trade 
jn„«ijrb a way as to make the obligations fall 
mg upon the debtor counmes possible of fulfillment No 
debtor country can in the long run discharge its external 
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obligations except by selling more than it buys. All these 
financial arrangements therefore depended upon creditor 
countries buying more than they sold; and the newly re- 
stored gold currencies depended upon the maintenance of 
an equilibrium in the balance of payments of each country, 
with due account of its external obligations. 

The restoration of the old financial system, and of the 
gold standard, and the new financial agreements and in- 
vestments, assumed and required the increased flotv of im- 
ports into creditor countries. The orthodox working of 
tlie gold standard system would indeed have compelled this 
had it not been met not only with the resistance of the old 
tariffs but a commercial policy of resisting increases of 
imports by higher tariffs. This policy was, as we have seen, 
adopted by each country not as a part of a plan for the 
country as a whole but under pressure from the industries 
directly affected. Such a policy, unless reversed, was bound 
to break both the gold standard and the general financial 
system— as it ultimately did. 

Meantime, however, a further, more skilful and persist- 
ent, and more nearly successful, attempt was made to re- 
store greater liberty of trading as a counterpart to the 
already arranged— the prematurely arranged— freedom of 
finance. 

In 1925 the League of Nations realized that sufficient 
progress had been made in the financial and monetary 
sphere to make an attempt in the sphere of commercial 
policy both opportune and imperative. Much had been 
learnt from past failures. The immense difficulties were 
realized. It was now clearly understood that long prepara- 
tion was necessary, and that it was useless in the early stages 
to bring ministers or government officials, as representatives 
of national policies, into conference, since the result would 
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inevitably bea deadlock An influential preparatory commit 
tee Has therefore appointed, consisting not of gosemment 
representatives, but of experts— industrialists, merchants, 
economists, and also government oflicials After overa year’s 
work m collecting information and special memoranda on 
every aspect of commercial policy, a great \Vorld Economic 
Conference, composed on tlie same principle, was sum 
moned in 1927 

The result was very striking This great Conference, com 
posed of the highest and most experienced experts in the 
world— industrialists, merchants, economists, and olTicials 
alike— selected as authoritative by the respective Govern 
ments, agreed upon a report nemine contradicente which 
recommended the most drastic reform of the national poh 
cies of nearly all countries 

This great Conference, the best prepared perhaps of all 
post war conferences, was brilliantly successful in its first 
objective, that of obtaining a practical program of reform 
carrying the highest expert authority 
The even more difficult task, however, of translating this 
into governmental action, still remained 

At first the prospects seemed favorable The moral effect 
of the Report of the Conference was very great It seemed 
likely that it would achieve a success comparable with that 
of the Brussels Financial Report of 1920 which was seen in 
retrospect to have had an enormous influence in trans 
forming national financial poliaes 
The mam policy recommended by the Conference had 
been the general reduction of tariffs, with simplification 
and stabilization The method contemplated was threefold 
(a) Unilateral action— each country acting independently 
in the hope or with the example of other countries do 
ing the same 
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(b) Bilateral action— pairs of countries negotiating reduc- 
tions on articles of special interest to themselves and 
extending the advantages of those reductions to otlier 
countries by -virtue of the unconditional most-favored- 
nation clause, -vviiich I shall have occasion to describe 
and discuss a little later. 

(c) Ivfultilateral action— collective agreements being ne- 
gotiated for the simultaneous removal of barriers and 
reduction of tarifis by all or many countries. 

The first of these methods, unilateral action, had a sub- 
stantial immediate success in arresting -ivhat had liitherto 
been a rapid upward movement of tariffs. Projects invoh'- 
ing large increases -were dropped or amended; ne-vs’ de- 
mands for tariffs -were discouraged. Some, tltough not many, 
actual tariffs -were reduced. By the end of 1927, however, 
this influence on unilateral action -was diminisliing. The 
countries -which had refrained from tariff increases -were 
disappointed that other countries had not made reductions. 
For each countrv- tended to expect in return for the aban- 
donment of its o-svn projects (of -whicli it -was acutely con- 
scious) not the similar abandonment of corresponding 
projects of otlter countries (of -wliich it tvas imperfectly 
a-ware) but a positi^'e reduction in systems already in force. 
The process slo-wed do-ssm. 

The second method, that of bilateral action, also had a 
considerable success in 1927, “the year of commercial trea- 
ties.” Numerous and substantial reductions -vv-ere negoti- 
ated between pairs of countries, and these -were then 
extended by the most-fevored-nation clause. This process, 
ho-svever, also slo-wed dotra, for a reason -which it is now 
important to consider. 

The -unconditional most-favored-nation clause is the 
pivot of the commercial negotiations of all this period. It 
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IS a clause customarily inserted m all commercial treaties 
providing that each of the contracting parties shall receise 
as regards each class of dutiable commodity the benefit of 
the lowest rate of tariff accorded by the other to any coun 
try The clause thus ]ea\es each country free to impose 
whateser duty it desires for each class of goods but on con 
dition that it shall then be generally applicable It also 
gives considerable but not unlimited room for reciprocal 
negotiations between pairs of countries since they can 
choose the articles of special interest to themselves and 
low er the duties on these articles below the lev el applicable 
to other goods The clause lias long been the traditional 
basis of British policy it was later claimed m its com 
mercial treaties by the United States of Amenca and m the 
postwar penod widely accepted even by continental na 
tions accustomed though they had been to the pnnciple 
of reciprocity It has undeniably under certain conditions 
very great advantages It secures equality undiscriminating 
treatment and by preventing a confusion of political and 
economic motives averts many causes of fncuon More 
over the two prinaples reciprocity and no discnmina 
tion logically alternatives can be combined under cer 
tain conditions A free trade or low tanff country for 
example can easily give and successfully claim undis 
criminating treatment from countries which are negotiai 
ing reciprocal treaties inter sc For the latter countries 
w hen arranging reductions of special interest to each other 
are content to accord these reductions to other countries 
if the latter s general policy is sudi as not to make the 
Tesixlting situition impossibly unfair 

But when countries with high tariff systems claim most 
favored nation treatment the result is rapidly to make 
reciprocal negotiations impossible For if two moderate 
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tariff countries can only negotiate tariff reductions inter se 
on condition that they accord these reductions also to coun- 
tries -ivhose general tariff s}'stem is much higher than their 
oira, and "svho give them no advantage in return, two re- 
sults are bound to follo^v. First, bilateral agreements for a 
reduction in tariffs ■5\'ill be stopped; and this in fact is "what 
happened in 1928. Secondly, there 'will be a gro-^ving feel- 
ing against the most-favored-nation clause itself. Unless it 
is modified, it '^vill be evaded until it can be denounced 
"We shall see later ho-sv, in the period of the depression, the 
evasions by ne'sv de\'ices "ivere so numerous and extensive 
as to malie the clause an unreality, and shall consider the 
choice betiveen the only alternatives, that of abandonment 
or modification. 

In the meantime, ho'svever, in the period with rvhich "we 
are no'sv dealing, the effect "was to stop reduction of tariffs 
by the second method, that of bilateral negotiation. 

T his left only the third method, that of multilateral 
action by collective conventions to which all or many coun- 
tries •^vould be parties. 

This method "was attempted in a series of conferences, 
■wisely starting ivith the less difficult objectives of removing 
other forms of trade barriers than tariffs (prohibitions, etc.). 
After certain limited successes had been thus achieved, an 
attempt -svas made on the central fortress of the tariff sys- 
tems themselves. 

This attempt failed for reasons ■ivhich must no'^v con- 
sider. I need not emphasize the underlying difficulties of 
all tariff reductions. The private interests concerned in in- 
dustries -svliich have developed behind tariffs are better 
organized, more vocal, and more politically effective than 
the general public interests on the other side. The advan- 
tage to industries producing for the home market of main- 
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taming their national tarilEs is much more obvious and 
direct tlnn that of the exporting industries in ha\ing them 
removed So thu one class of industrialists is asking its 
Government to retain or increase tariEs which it has the 
pou er to impose, n hile the others, the exporters, are asking 
their Gov ernment to persuade otlier governments to reduce 
tariffs It is obvious which is likely to be more effective 
But apart from this inherent difficulty in all tariff re 
diictions, there are further ones in regard to the method 
of multilateral action which was all that was left after the 
other two methods had failed for the reasons described 
There is the complexity of the negotiations, when a dozen 
or twenty different systems, cadi intricate m itself, have to 
be brought into one scheme And it is \ ery hard to find a 
principle on w hich to proceed An equal reduction is justly 
resisted by low tariff countries, as leaving, or indeed in 
creasing, an original inequalit) A reduction to a uniform 
level, for each class of goods is no less naturally resisted 
by high tariff countries the dislocation of whose economic 
life would on such a principle be much greater than that 
involved for others Compromises between, or aliematives 
to, these two principles are very hard to discover Every 
now and then someone diases a w ill of the w isp in the form 
of a so<alled scientific pnnciple of limiting tariffs to what 
IS required to compensate for differences in costs of produc 
tion in different countries Many countries have in fact 
professed to apply tins prinaple as if it w ere a pnnciple of 
moderation It is m fact mere nonsense For, apart from 
caprice or folly, no one ever bu)s an) thing from abroad 
except because he gets a better article at the same pnee or 
the same articfe at a /ower price Abo!tsh fhw 
and the whole basis of intemauonal trade is removed In 
fact, countries professing this principle have still retained 
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a considerable external trade, but only because they had 
the instinctive good sense not to apply it logically and com- 
pletely. The main principle for reduction rvas therefore 
extremely difficult to find. And in the meantime the mere 
prospect of negotiations rras a porverful inducement to 
cotmtries to raise tariffs in advance so as to get a better 
bargaining position. In these conditions, therefore, an at- 
tempt r\-as made to get a respite by agreeing upon a Tariff 
Truce— an undertaking not to raise tariffs for a specified 
period— long enough to enable a scheme for tariff reduction 
to be vrorked out ndthout disastrous interruptions by in- 
creases of tariffs ^vhile the rvork rvas proceeding. This at- 
tempt looked as if it might have succeeded but for nro 
misfortunes. 

The first arose from the particular position of the issue 
of Protection and Free Trade as bettreen the ri-^'al political 
parties in Great Britain. There ^vas only one force -which 
might have been strong enough to induce the protectionist 
countries of Europe to reduce their tariffs: the certainty 
that the retention of the great open market of Great Britain 
depended upon -whether they did so or not. Now in the 
years succeeding the Economic Conference, the Govern- 
ment in England -was first in the hands of the Consen^atives, 
-who -scere protectionists and were certainly not -^vilhng to 
promise to continue -ivith free trade in return for any prac- 
ticable reductions in European tariffs; and then in the 
hands of the Labour Party, who were pledged to Free 
Trade, and -were imable to say they -svould impose protec- 
tion even if other countries made no reductions at all. 
Under these conditions the one great motive force strong 
enough to induce countries -with high tariffs to reduce them 
-sras not effective. 

There ^\'as another handicap not less serious. Practically 
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nil countries Ind sent members to the Conference of 1927 
A number of them not'ibl> the United Sntes ^\ere hou 
e\er unuiUmg to join the conferences of go\ernmental 
representiiiNes tint foUoued uith the object of concluding 
binding com entions And worse ihm tint at the crucnl 
point of these conferences the Hawle> Smoot tariff with 
Its large increases was passed by the United States Con 
gress and— m spite of widespread and influential protests 
b) man) sections of the American public opinion— was rati 
fied b) President Hoot er 

To us at the time tins refusal to use the power of \eto 
seemed the decisne factor in the whole effort of world re 
construction It was not that for there were other forces at 
work which would in any case ha\e rendered all our efforts 
aboTine But it was at least an important factor m bring 
mg to failure the actual Tariff Truce Conference and the 
negotiations immediate!) connecietl with it 

In an) case howeier as we now see all such efforts were 
destined to failure It is possible— though eien this is doubt 
ful— that a wholesale scrapping of barriers to trade as early 
as sa) 192J when the Dawes plan for reparation and the 
Dawes loan were arranged would Ime gi\en such elasticity 
to the worlds economic s)stcm as to enable it to adjust 
Itself to the new conditions and to the new financial obliga 
tions that had been contractetl But b) 1930 it was too late 
Latent but potent disruptne forces had been generated 
which were destined to shatter the whole s)stem on which 
the expansion of international trade depended— the gold 
rJjf* mrcbamsm of investment the observance of 
contracts etc— and to drive ever) country back to policies 
of economic nationalism Nothing in the wa) of tariff 
afTeements in 1930 could have withstood these forces ^Ve 
were like an ann) struggling to capture a strong but not 
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inrcegnable fortress, ignorant or a mine nnder our feet 
and suddenly, at the crisis of our fortunes, oloira to pieces 
D)'its enplosion. 

Tne nrst decade of post-irax reconstractioru successful 
to all appearance in almost eveiy sphere of effort, had 
seemed likely at one time to croira its efforts hy establish- 
ing the conditions of a large expansion of external trade. 
Before this last success *»ras achieved, it had become evident 
— ffrst in the depression that began in the autumn of 1929, 
then still more in the nnancial crisis of 1931 — that ve had 
rebuilt on insecure foundations; and the 'tvhole structure, 
vhich had seemed only to need a coping stone, crumhled 
before ns. 

*\Ve shah have, in the next lecture, to trace the course of 
international trade in the disastrous period that opened 
^rith the depression of 1929. 
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I NOW have to consider international trade during the 
period of the economic depression and the financial cnsis, 
to indicate how it affected, and was affected by changes in 
other parts of the economic system, and the effect of go\ 
ernmental policies both before and dunng this period 

No picture of international trade can be intelligible ex 
cept in the perspective of the depression as a svhole I can 
not, however, attempt m the brief space of an hour to gi\e 
my general view of the real meaning and significance of this 
disastrous and chaotic period Those tvho are interested 
will find my own conception of it explained elsewhere I 
can only now mention briefly those elements in it which 
throw special light on the future of tvorld trade 

The first thing to emphasize is certainly that the chaos 
of these )ears is due to no single cause but to the coinci 
dence and interaction of many different causes each with 
Its chain of consequences Let me mention some of the 
most important of these 

I belies e, for example, that there was bound to be agn 
cultural depression at about this penod of history, esen 
if there had been no war, no finanaal crisis and no in 
dustrial depression except what would ha\e resulted from 
the reduced purchasing power of agriculturists Seseral 
causes contnbuted to this As the average man s income in 
creases, he increases his expenditure on manufactured arti 
cles or upon a more skilled treatment of his food after it 
has passed out of the hands of the agricultural producer 
His taste for luxuries may dexelop indefinite!) , but his ap 
5» 
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petite for the stable foods is not similarly elastic. Indeed 
the consumption per head of basic foods like bread defi- 
nitely goes do'ivn as more luxurious foods take their place. 
Except, therefore, in the countries whose population is 
near the margin of staiA^ation, like China or India, con- 
sumption of the main products of agriculture does not in- 
crease more rapidly than the population. This is not all. 
At the beginning of this century the traction power of the 
•world, in spite of rail and water, was mainly based on 
grain; no^v it is based on petrol. The internal combustion 
engine has replaced the oat-consuming horse. In addition, 
mechanization applied to agriculture has now increased 
greatly the amount of grain produced per unit of human 
effort. These factors were bound, in the absence of a large 
increase in the consuming population, to lead to a surplus 
of agricultural produce and in time to compel a large trans- 
fer of men from the land to urban occupations. This 
tendency was indeed mitigated by some increase in popula- 
tion. But in countries with the greatest purchasing power 
this increase has long been slowing down. Indeed, if we 
are looking to the future either of agriculture, or of world 
trade as a ■^vhole, the change in birth rates is a fact of 
cardinal importance. In countries "trith great food markets 
like the United States and Great Britain the population is 
destined soon to be stationary, and at no distant date to 
suffer an actual decline. Unless therefore consumption in 
countries like China and India increases, the total produc- 
tion of ■ivheat, oats, maize, and rice cannot largely increase, 
and it is difficult to see how such countries will be able to 
afford to consume much more unless they produce more 
food themselves. No\v the whole equilibrium of -vvorld trade 
was in the last century largely maintained, the main basis 
for the expansion of that time provided, by the exchange 
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of food produced m countries like Canada, Australia, 
Russia etc, for the manufactures of other countries Their 
economic de\eIopment uas dependent upon e\er in 
creasing markets m countries like Great Britain It isas 
assumed that such markets svould expand indefinite!} 
They u ill not expand but contract Agricultural countries 
must therefore, reduce their exports, and they uill have to 
absorb the agricultural workers thus rendered superfluous, 
as well as those displaced by mcclianization by developing 
their industries The whole course and character of trade 
will in the next half century be profoundly affected by this 
fact 

In addition to the agnculiural depression, with the effect 
upon industries of tlie reduced purchasing power of agri 
cultunsts, there was also of course in 1929 the downward 
turn of an ordinary industrial cycle of the familiar type 
On this I will not dwell, for, so far as it w-as due to causes 
which operated also in the last century, it tlirous no special 
illumination on the future of world trade 

But what chiefly converted this depression into one of 
unprecedented depth and range was a failure in the world s 
financial and monetary system, and since this will have 
much more enduring consequences I must say a little more 
about It I must, however, take a short cut through the 
tangled maze, choosing the course most appropriate to 
my theme 

The war left huge governmental debts, both national 
and international, m the belligerent countries, together 
w ith a claim for reparation from Germany w Inch burdened 
her finances in the same way It also drove most of the 
affied currencies off goM, and fcfr rfiem <m s piper or 
‘ managed basis, with every v’anety of changing values in 
relation to each other and m purchasing power At the 
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same lime the blockade and the submarine forcibly re- 
stricted international trade to small dimensions, and as we 
have seen created a situation in which there remained in 
the post-war period the most formidable impediments to 
the expansion of the exports of debtor countries, which is 
the only method by w'hich in the long run they could meet 
their obligations. For a time, how^ever, if there are willing 
lenders a country can both buy from abroad and meet its 
financial obligations without corresponding earnings from 
exports by resorting to one form or another of borrowing, 
and, if it has gold, it can ship this too in settlement. 

The astronomical figures of war finance, an assumption 
that Germany xvould be able to increase her exports to an 
extent that proved impossible in view of the tariff policy 
of creditor countries and other circumstances, political pas- 
sions and the financial exigencies of allied countries with 
war damage to make good, led to a demand for reparation 
far in excess of any practicable surplus that Germany could 
attain in her balance of trade. The political difficulties re- 
sulting from a failure to pay supplied a powerful motive 
force to arrange large loans which would make it possible 
for her to pay sums as large as the minimum which her 
creditors could be got to accept as .satisfactory. Such loans 
w'ere arranged in connection with the Dawes plan of 1924 
and the Young plan of 1929. The.se loans were used in part 
to pay reparation, in part to finance u.seful internal ex- 
penditure. This expenditure tvas not, however, such as to 
enable Germany to earn the surplus in her balance of trade 
required if she tvas to meet her obligations in respect of 
reparations and of the service of the new loans when the 
capital itself should have been exhausted. The loans there- 
fore remained as a dead tveight on her future economy. 
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TJie interallied debts also representing no ciirrently pro 
ductn e assets ere a burden of a similar kind on the ecxin 
omy of the countries oiving them though tins burden was 
reUe\ed for the time s\hile they were receising payments 
from Germany This was not all however The successful 
flotation of the Dawes loan the revival of confidence which 
followed It and the regular payment of reparation in the 
immediately succeeding years encouraged a great expan 
Sion of loans from creditor to debtor countries Nfany per 
haps most of these loans were recklessly negotiated and de 
voted to a large extent to unproductive purposes and 
the borrowing countries mainly raw material and food 
exporting countries like those of South America and Aus 
train could only hope to avoid senous trouble when the 
loans had been expended and the interest on them re 
mained to be paid if they could greatly increase the vol 
time and value of their exports This for the reasons al 
ready indicated they were ultimately unable to do 

^^eantlme especially dimng the period i9’>4-28 the 
trade of the world had come to be based on a foundation 
of foreign lending isluch m tlie nature of the case and 
especially in view of the defective character of many of the 
loans could not continue indefinitely Tiiat is a large pro 
portion of the goods sold vvere sold to countnes which 
could not hav e found the foreign exchange to pay for them 
had it not been for the inflow of money from the loans This 
inflow came the more easily and the ultimate consequences 
were not realized because the individual purcliases of 
goods were by individuals who might be solvent and ap- 
pear to themselves and to others to have every prospect of 
remaining so It fu^e foreign mortej ««• fkm ictg tnio 
countries from the loans they had none of the difficulty in 
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obtaining foreign exchange for their national currency 
which they were bound ultimately to experience when the 
loans -svere exliausted. 

And another factor soon became operative. ^Vhile Euro- 
pean currencies were off gold, there was no obligation to 
give gold in return for currency to all comers and there- 
fore no imperative necessity to maintain gold reserves. The 
need of European countries, after the devastation of the 
war, for foreign imports, and other causes, led to a great 
outflow of gold to America. When the gold standard posi- 
tion was reintroduced, gold resen^es Tvere necessary again. 
Under these conditions, and in view of the extent to which 
gold -^vas “sterilized” in the countries to which it went, 
there was a scarcity of gold, and a strong competition for 
it. Countries which had just re&tablished a gold currency, 
after great efforts and sacrifices, found their gold reserves 
running out and, fearing they would be forced back on to 
a paper currency, made desperate efforts to preserve them. 
And everything they could do increased the economic de- 
pression, and restricted trade, especially international trade. 
Even when they took only the first orthodox remedy, of 
raising the discount rate, and thus raised interest rates gen- 
erally, this increased the costs of business, made industries 
on the margin of profitability unprofitable and so restricted 
production and employment. But raising the discount rate 
did not achieve its normal result of attracting short-term 
capital and so relieving the strain on the gold reserves, for 
the investor was more afraid of losing his money by de- 
preciation or default than he was attracted by a somewhat 
higher rate of interest. Other steps "^v'ere necessary. Some 
countries, under this fear for their currency, did everything 
to get exports sold at any price. This had the effect of re- 
ducing tvorld prices generally, of spreading deflation, of 
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I at the time represoiting the Bntish Government 
at tlie Assembl) of the League of Nations, and it fell to my 
lot to make the fateful announcement there The blow 
was a staggenng one Everyone felt that a main pillar had 
snapped in a world structure already strained and weak 
eneth and that the repercussions would be disastrous and 
far reaching 

These were immediately \asible Not only did all other 
parts of the Bniish Empire leave gold— India and Australia, 
besides Canada which had already imposed an embargo, 
and all the colomes— but the Scandinavian countries Ja 
pan, and other countries followedsuit As South ^encan 
coimtnes had left gold earlier the Russian rouble had lost 
value Spam had not stabilired since the war and Chin.^r 
reniamed on silv er the gold standard remained in less than 
half the world instead of prevailing over nearly the whole 

Tfus tietv crisis threatened one country after another 
with the dangers of havmg its currency forced off gold, 
or of dehiulting on its foreign obhgauons or both, and 
the measures taken in consequence by each of them were 
m every case such as to deepen the depression This was 
equally true w hen a country was striving to remain on gold 
and when it ceased to do so In the former case, the obvious 
action w as to strengtiien the balance of trade by new tanfe 
or prohibitions against imports which reduced the world 
market brought dmvn prices and provoked retaliatory 
measures which conanued the same process 

But tlie result was no less disastrous when the strusgle 
to remam on gold was abandoned \Vlien sterling fell for 
example since tlie Bnti«h market is so large a part of the 
whole world market, and the price structure of mcema 
uonal trade is so largelv m terms of sterlmg the effect was 
not so much to increase sterling prices as to reduce gold 
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prices, though not of course to the full extent of the gold 
depreciation of sterling. Unfortunately this further pres- 
sure on prices chiefly affected food and raw materials ^vhich 
had already suffered most, and it ^s^as the countries that 
produced them Avhich ^vere already in the greatest danger 
of defaulting. Moreover, all gold countries were adversely 
affected. Fi'ench exporters, for example, found they could 
get less francs for their goods, and since their costs -^vere 
in francs all industries on the margin of profitability had 
to cut do^vn production and employment. Moreover, the 
ne^v tariffs imposed as a help to maintaining the gold stand- 
ard Avere retained and usually increased after it had been 
abandoned, partly because vested interests had been 
created, partly in order to diminish the risk of the managed 
currency depreciating indefinitely. 

In addition a new, and even more disastrous, force came 
into operation. As panic spread, and distrust of all the 
main institutions on which both national and tvorld trade 
depend became general, men began to hoard in tvhat 
seemed the safest— and sometimes the only safe— form, that 
of gold. I remember asking at the time whether depression 
was universal in America and extended to every industry, 
and I was told that in one case demand exceeded supply 
—the demand for strong boxes to guard gold deposits. The 
effect was to make gold scai'ce, to increase its value and 
again therefore 1;o force down the prices of commodities 
in terms of gold. Meantime the fear of every business tliat 
its creditors might default led to anxiety as to whether it 
^vould itself be able to meet its obligations; there was, 
therefore, everywhere a tendency to prefer “liquidity” to 
the extension of enterprise on which employment depends. 
Current deposits in banks were preferred to investments 
in business not immediately realizable; and when distrust 
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m the banks spread, deposits s\ere liable to be ivithdraun 
and comerted to gold, with a consequent strain on the 
banking system 

This process of “deflation” was the most disastrous char 
acteristic of the whole cnsis For though it was primarily 
due to international causes (the breakdown m the system 
of international obligations and lending the scarcity, m 
relation to a demand increased by panic, of gold, and con 
sequent fall of gold prices), and was pnmarily evpressed 
through a restriction of world trade and a reduction of its 
price structure, its most fatal effect was to dislocate the m 
ternal economy of each country The extent of productise 
actuity and of employment depends upon profitability, 
upon an excess of obtainable prices o\er costs Costs tend 
to be rigid, and under modem conditions more and more 
rigid A sharp and prolonged fall of prices therefore while 
sometimes reflecting a reduction of trade due to other 
causes, spreads depression in radiating circles of reduced 
employment and purchasing power And serious as was 
the reduction of external trade, and the immediate con 
sequences of the loss of the purchasing power of those 
directly affected by it, this was of immensely less impor 
tance, as the crisis spread, than the disruption of each 
country’s internal economy by deflation For in e\ery coun 
try, even one winch depends on external trade as much as 
Great Britain, the internal trade is immensely greater— m 
most cases many times as great It was deflation’ which 
was the main factor in breaking the general system and 
mam institutions on winch the economic process depends 
In every country it struck, and broke, v\Iiat was weakest in 
its structure— the English currency, the American banking 
system, the French internal balance between industry and 
a<Ticulture, the new parliamentary system in Germany 
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The dislocation of the internal economy of each country 
was thus immensely more serious than the loss of its exter- 
nal trade, 1 G 

It was then the financial and currency crisis of 1931 
which turned the previous exceptionally severe depression 
into one of unprecedented severity in its depth, range, and 
duration; and it did so because it was, in essence, not the 
doumu^ard movement of a cycle but the breakdoivn of the 
very system which in other depressions always compelled 
corrective responses to the changes taking place and ulti- 
mately brought a remedy before the whole structure of so- 
ciety was threatened with collapse as it has been this time. 

For about a year economic policy was little more than a 
sauve qui pent by every country. Each directed its policy 
to securing some protection against what it feared most. 
And in each case its fears were determined by its own pre- 
vious experience, with little regard for that of other coun- 
tries. The currency history of this period is in particular 
an interesting example of the fact that all countries re- 
member their o^sm experiences vividly, and apply their ap- 
parent morals even in completely different circumstances, 
and are very little influenced by what has happened else- 
where— or by the inevitable consequence upon the fortunes 
and policies of others of the action they take themselves. 
Thus we find each country valuing a maintenance of its 
gold currency in precise relation to the extent of its depre- 
ciation in the first post-’ivar period. The German, who had 
seen his currency lose all its value in 1923, looked upon a 
departure from the fixed gold parity of the German mark as 
the end of all things. In July 1931, when the German ex- 
change fell a fe^\^ points for a few days, the furniture shops 
were emptied of their contents by panic-stricken purchasers 
who 'vvished to exchange what they thought a doomed cur- 
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renc> for tangible goods— any lind of goods Brimmg in 
1932 preferred, to a depreaation of the mark, a policy of 
nolent deflation which greatly increased the forces of dis 
content, Inch led to the subsequent change of regime, and 
later eiery dence of control of currency, is hose real \alue 
had fallen far below its nominal gold panty, has been at 
tempted to aioid an open admission that that panty has 
been lost France, who had seen four fifths of the gold 
value of the franc lost, has preferred a long and severe de 
pression to any further change m its gold content But, 
never having suffered the utter cbios of the German cur 
rency , she may perhaps— though this is doubtful— prefer de 
V ihntion to an intncate system of exchange controls Great 
Bntain, having seen her airrency lose some half of its pur 
chasing power, but not more, endured some years of defla 
tion m order to maintain the restored pound But there 
VMS a limit to the price she was prepared to pay and when 
tlie pound fell, she quickly accommodated herself to the 
new situation, and w hile taking certain precautions against 
the nsk of extreme depreciation was never greatly afraid 
of It The United States, having a gold currency intact till 
1932, and never having in recent history experienced the 
evils of inflation, allowed her currency to fall while pos 
sessed of immense gold reserves, and later as we shall see, 
intentionally forced dovm the gold value of the dollar in 
order to secure an internal nse of prices 

But, w hatev er the difference in the objectives of national 
policy and the difference in national measures adopted, 
they all, as we have seen, had one feature m common— 
they all reduced world trade In the first shock of the 
pound s fall in September 1931 itvvould certainly haxebeen 
hopeless to attempt any form of international action to 
guide or limit the separate action of governments concen 
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traled on defending what seemed the weakest points in 
their own systems. But in the course of 1932 the first crude 
adjustments to the shock had been made, the general situ- 
ation could be seen as a whole, the disadvantages of the 
universal recoil to economic nationalism had become ap- 
parent. Tilings had settled down enough to make a world 
conference seem practicable; they were sufficiently unsatis- 
factory to make it seem ivorth while. 

It ivas in these circumstances that the great World Con- 
ference of 1933 was decided upon. It was elaborately 
prepared, technically by meetings of specialized experts in 
financial and economic committees at Geneva, politically 
by consultations between European statesmen and by a 
series of visits of prime ministers to President Roosevelt at 
Washington. 

Then came the next great disaster. TVh’Ie the British 
Prime MinistcT was on the Atlantic the dollar (which had 
temporarily been off gold in March but had quickly been 
brought back) fell again, and this time it was evident that 
it would not be restored. The fall was perhaps not as 
strongly resisted as it might have been; but it was certainly 
not deliberate or intentional. It was decisive for the fate 
of the Conference. 

Had the dollar fallen when the question of a Conference 
was first being discussed, the proposal would certainly have 
been postponed until the first shock of this great event had 
been absorbed. It was obvious that no Conference could 
have usefully met a few months after the fall of the pound. 
Nearly a year was wisely allowed to elapse before a de- 
cision to hold one was taken, and then nearly a further 
year was allowed before it was actually to meet. The fall 
of the dollar was an event of comparable magnitude and 
similar character. No conference should have been at- 
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tempted till 1934 But by April 1935 public expectation 
and hopes had been centered on the great Conference Its 
cancellation nould ha\e created a new wave of distrust 
and started a new depression It would also have been po 
litically very difiicuU to agree upon a postponement as the 
relation between currency and economic policy was im 
perfectly understood in America rvho would certainly 
have resented a change of plans which would seem to place 
the responsibility with her for the disappointment of the 
world s hopes and expectations 

Nevertheless postponement would have been the best 
course For w ithout some form of currency stabilization no 
tariff negotiations were possible If the dollar had held 
some system of provisional and conditional stabilization 
between the gold currencies and the sterling area cur 
rencies which after neirly two years had recovered from 
the first shock of leaving gold might have been practicable 
But the new dollar position was incalculable and while 
there remained complete uncertainty as to the ratio be 
tween the principal currencies no economic negotiations 
of importance— certainly no tariff agreements— w ere pos 
sible The reason is obvious Suppose for example Great 
Britain and France could arrange reaprocal tariff reduc 
tions to their mutual advantage France could never make 
an agreement to this effect since for all she knew a future 
fall in the English pound might rob her of all the benefits 
of the English concessions while being tied to a fixed par 
ity to gold she would still be giving the agreed advantages 
to English imports Currency chaos therefore wrecked the 
great conference as it must vvreck any great economic con 
ference when it exists 

The sequence of later events must be briefly summa 
nzed In October America embarked on her policy of 
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deliberate currency' devaluation. Whatever might be the in- 
ternal effects of this policy, its external consequences were 
necessarily disastrous. Further deflation was forced upon 
the gold currency countries. France, Su'itzerland, Holland, 
and Belgium, which had all been slowly recovering, were 
plunged into a ne^v depression, while countries with cur- 
rency restrictions, like Germany and Italy, were forced to 
elaborate and increase them. 

There followed a period of intensive economic nation- 
alism— a rapid, elaborate, and complex growth of impedi- 
ments to imports, in the form not only of tariffs, but of 
prohibitions, of quotas, of exchange restrictions. The dis- 
tinctive feature of this period was that the main impelling 
motive for the erection of trade barriers was not the cus- 
tomary desire to protect home industries but the desire to 
protect currencies— to keep them on the gold standard, like 
the French group, or to keep them nominally at a higher 
gold value than they were really worth as in Germany, 
Italy, and most of the countries in central and southeastern 
Europe. 

It seems amazing, when the cumulative effect of all the 
impediments to trade are considered— the tariffs, increased 
in real effect by the fall in prices, prohibitions, quotas and, 
above all, restrictions on the use of currency for the pur- 
chase of foreign goods— that international trade continued 
at all. It is an astonishing and conclusive proof of the vital- 
ity and essential value of international trade that, with all 
these difficulties, it never fell by more than about one-third 
in volume as compared with its pre-depression level. You 
will often see very different statements. We are often told 
that international trade fell not by a third, but to a third, 
or even to a quarter. But this was only in gold value, and 
in a "vvorld of mostly managed currencies, and with gold 
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prices fallen to half, that is a completely misleading method 
of measurement The truth, and the astonishinf^^ truth, is 
that rvorld trade never fell to less than tuo thirds of its pre 
crisis levels— and is now up to more than four fifths 
The latest period, in which we still are, is one m which 
world trade has been slowly forcing its way back to some 
thing approaching its earlier \olume, not by the removal, 
or even the general reduction, of tariffs, not by the re 
moval, or even the general reduction of exchange restric 
tions, but by the supenmposiiion of yet another comph 
cated system There have been bilateral, reciprocal trade 
agreements, barter arrangements under which large quart 
titles of commodities have been exchanged between pairs 
of countries and above all a new currency system of ' ex 
change clearing ’ to which 1 shall refer in my next lecture 
Still further complexities were added for the unfortunate 
exporter and importer, but on the whole this last addition 
to the structure of official negotiations enabled more trade 
to develop than would otherwise have been possible 
I have emphasized in this lecture two developments of 
recent years, because they are the two principal factors 
which I think we must take into account in forecasting the 
system of the future, and m determining the policy by 
which to seek an enlargement of trade, first the growth of 
new restrictions upon imports as a result of currency in 
stability and currency fears, and secondly the building of 
a new “exchange clearing” system out of these currency 
restrictions, for the purpose of increasing external trade, 
not with the world as a whole, but with selected countries 
It IS w Lth this as our starting point— perhaps I should 
even say with this as a foundation— that we have to build 
the system of the future 



IV 


PRINCIPAL FACTORS IN THE 
PRESENT SITUATION 


The sketch of recent economic history which I have given 
in my earlier lectures, slight and inadequate as it has been, 
may suffice to give the background of our present problem. 

I propose in this lecture to summarize the principal fac- 
tors in the present situation which will determine the 
future form of international trade, and in my last and 
concluding lecture to suggest the elements of a constructive 
policy which I believe will give us, under modern condi- 
tions, the best prospects of securing an expansion of inter- 
national trade. 

In the first place I believe that we must assume that gov- 
ernments will participate more actively and more intimately 
in economic enterprise than before the depression. In some 
cases, but these will in any near future be exceptional, 
the Government will take control of the whole economic 
system of the country. In most other cases, as in my coun- 
try and I suggest probably in yours, there will be a mixed 
system. A large section of economic activity will be taken 
out of the sphere of private enterprise and entrusted either 
to the Government or to public corporations, such as the 
London Passenger Transport Board and the Electricity 
Board in England. The remainder will be left to private 
enterprise, but to a private enterprise regulated and con- 
trolled by public authority and adjusted to a conception of 
national economic policy as a whole. 

Different countries will try different economic experi- 
ments; and on the whole they will subordinate the inter- 
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ests of foreign trade to the interests of these experiments 

We ha\e m the second place to consider the conse 
quences upon the course and character of foreign trade of 
tlie great progress in industrial technique Tlicse are of tuo 
opposing kinds On the one liand the natural unit of pro- 
duction tends to increase and large scale production tends 
to require markets larger than those compressed ssithm na 
tional frontiers and therefore to compel an enlargement of 
external trade On the other hand hoi\e\er it is much 
easier nou than before for small or less advanced coun 
tries to attain a tolerable standard of living with only a 
small dependence on imports I believe that m the long 
run the first of these ellecis will result in a new extension 
of foreign trade but in the short run while fears of war 
or currency chaos prevail the second will be more potent 

1 come now to a third consideration 

Trends of Populatton 

Economists have only recently begun to examine the 
economic effects of the astonishing changes in population 
trends of tlie postwar decades They have been so long 
dominated by the ideas of Maltbus and by the fear of an 
increasing population pressing upon the margin of sub 
sistence that they liave been blind to the much more immi 
nent prospect as regards western peoples of a decline in 
population coinciding with an increased productive capac 
ity I can only illustrate what is happening by a few ex 
amples In Great Britain Uie population is now almost 
stationary while the change in age distribution— a station 
ary total being composed of more people above the age of 
reproduction and a smaller number below it— has already 
made an early decline inevitable How important this 
change is may be shown by a few figures In four or five 
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years’ time the population, which no-5\' numbers about 44,- 
800,000, •will begin to decline. In a quarter o£ a century it 
■\\’ill have fallen to under forty million, and -wliat is much 
more important, the number of cliildren under fifteen -will 
have fallen (in round figures) from ten million to five mil- 
lion. In the course of the 1970’s the population will fall to 
ti\*o-thirds of its present size and there ivill only be half as 
many people as at present under the age of forty-five. A 
similar tendenc)' is obseiwable over the whole of "ivestern 
and northern Europe. Even in Italy and Germany the 
movement, while it is coming later, appears to be ulti- 
mately inevitable. In the United States it is estimated that, 
■i\*ith present birth and death rates, the population, while 
still likely to increase until about 1980 (ivhen it should 
reach a level of 155 millions as compared with the present 
125) -sviU then decline progressively. Incidentally it may be 
noted in connection %\dth this figure that the United States 
Bureau of Agriculture has estimated that the United States 
can proUde 'scithin its o\m boundaries food for a popula- 
tion of 300 millions "^vitliout any further improvement in 
the technical processes of food production. In larger sec- 
tions of the rest of the -world— Russia, India, and Japan— 
the tendency is ho^vever up^vard, and may be greatly in- 
creased by a fall in the rates of mortality. 

"W^hat, in the briefest terms, are likely to be the main 
economic effects of these changes in population? 

First, we of the western world may relegate to a remote 
future any fears of food shortage, -^rhich if it ever comes 
•srill be the result of the successful seizure of our resources 
bv other increasing races of mankind. 

Secondly, ^ve are faced witlr an immense problem of 
transfer of occupation. There must be a large movement 
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from the land into industry, into the distributi\e trades, 
and into personal services of all kinds Food produang 
countries like Canada, Australia, and the Argentine, nhose 
economy has largely developed on the basis of the appar 
ently illimitable opportunities of exports into countries 
like Great Britain, mil be forced to industrialize them 
selves to a much greater extent than at present This mil 
reduce and change the character of the exports uhich 
countries like Great Britain u ill be able to sell them 

Thirdly, a stationary and declining population, first m 
countries like Great Britain, and later in the United States 
mil make the adjustment of industrial production to de 
mand much more difficult In the expanding nineteenth 
century a temporary excess of production of any of the 
stable industries tsould be soon otertaken by the increased 
demand of a larger population Now iliere mil be the 
much greater difficulty of adjusting sucli industries to a 
stationary or declining demand The need to develop and 
exploit new forms of demand, and of transferring capital 
and labor to the industries that can supply it, will be m 
tensified And above all, the difficulties of the transition 
will immensely increase the incentive to national planning, 
and government control of all kinds And further govern 
ment planning of this kind will, as we have seen, pro 
foundly affect the conditions under which external trade 
will develop 

Fourthly though nationally planned economies mil in 
volve a control of foreign investment— v\hich will in any 
case be restricted for some time to come by the investors 
recent experiences— there will be a little later a strong in 
centne, resvhing from the factors! have jiist been describ 
ing, to develop countries whose standards of living and 
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consumption are lo^v, of whicii the most important ex- 
ample is China. A neA\' period of large foreign investment, 
encouraged by governments and directed to^vards less de- 
veloped countries, may be expected, not immediately but 
in a not very distant future. 

I have only been able to indicate the problems— -wdiich 
urgently need further study— that t\dll result from popula- 
tion changes, and I must notv turn to other factors. 

Currency 

I notv come to a tvhole group of problems that turn 
upon currency. Here too I must be brief and summary. It 
has been my purpose, in my sketch of recent history, to 
shotv that currency considerations have played a role of 
dominating importance in establishing the conditions un- 
der which external trade now has to take place. The great 
bulk of the existing impediments consist of either foreign 
exchange restrictions or tariffs, quotas, etc., imposed for 
the purpose of protecting currencies. We must attempt, 
hoAvever, to separate out the more permanent from the 
merely temporary effects of currency difficulties. I suggest 
that a few conclusions emerge from our experience of the 
recent crisis. 

There are several abuses which have developed from the 
■working of the gold standard under modern conditions 
ivhich the leaders of industry and trade rightly resent and 
^vill not, I think, be prepared to tolerate in future. 

In the first place they realize that, -while in the nine- 
teenth century the changes in Bank rate and rates of inter- 
est -were made mainly in order to adjust and correct real 
changes in the balance of trade, they have recently been 
concerned more ^vith the dislocating effect of rapid mass 
movements of short-term capital. Speculators in a cur- 
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renc), persons wnh short term capital at their disposal, or 
in\esiors selling and bu)ing securities on different markets, 
ha\ e mo\ ed immense masses of money from one country 
to another, ivith tlie most important consequences to bal 
ances of payments and currency reseiaes Trade and in 
dustry mil, I believe, insist on being exempt in future 
from the dislocation of their normal business througli cur 
rency measures resulting from such causes 

More generally, noi\ that the de%astaling effects of in 
ternal deflation base been experienced and realized, I 
belie\e that the leaders of trade and industry mil insist 
upon being safeguarded against its recurrence in a drastic 
form They uill subordinate the adsaniagcs for external 
trade of stable exclianges to tlie advantage of avoiding a 
depression of internal prices by currency measures Lastly, 
they have realized that a rapid and extensive fall of prices 
for any reason, for example a shortage of gold m relation 
to demand, is equally disastrous They mil insist upon 
some system v\hich vmII ensure a reasonable measure of 
stability in the general level of prices 

It follows m my view tint the restoration of an effective 
gold standard over the greater part of the world mil dc 
pend upon the central banks and governments being able 
m cooperation so to manage it as to secure a reasonable 
stability in the general level of prices, and being able to 
eliminate the dislocations caused by immense mass move 
ments of liquid capital, or changes of investment And I 
believe that, in the long period v\hich must in any case 
elapse before these conditions can at the best be assured, 
any stabilization of currencies must be provisional and 
conditional At the same time, at least such a measure of 
stabilization is highly desirable, botli in order to secure 
a practicable medium of payment for foreign trade and in 
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order to give 2 basis upon which commercial treaties can 
be negotiated. I shall malte specific proposals on tliis point 
in my concluding lecture. 

Balance of T rade and Pcymenis 

I come not'.’ to a tvhole group of questions that turn upon 
the Balance of Trade and of Patments. 

Under the nineteenth-century system these looked after 
themselves, .-^ny temporart’ disequilibrium resulting from 
changes in the balance of trades bettveen different coun- 
tries t'.’a5 corrected by the orthodox operation of the gold 
standard. 

Under recent conditions this st'stem has broken dotvn. 
Through apprehension as to their currencies, gos'emments 
have been intensely preoccupied ■i'.’ith their Balance of 
Trade and ha^■e thought it necessary to supplement the ac- 
tion of central banks, through the discount rates, bv the 
much more potent measures r-.-hich are at the disposal of 
governments for the control of external trade. 

In effect this preoccupation has talcen the form of prac- 
tically all countries trying, rvith the aid of go^'emmental 
action, to sell more and buy less. Since in the ivorld as a 
■.'.’hole total sales and total purchases must obviously be 
equal, these efforts rvere necessarily bound to conflict and 
def^t each other: and since it is much easier to stop im- 
ports than increase exports, the net result of all these ef- 
forts has necessarily been to diminish foreign trade. It is of 
'.ital importance therefore to consider whzt rve really mean 
by a balance of trade and of payments, and ivbat is the 
right attitude of governments torvaxds it. 

It is not true ox couiae that a country's exports and im- 
ports of goods, or even of goods and sendees, must ah.'.ays 
be equal to each other, or that a change in one rvill neces- 



THE PRESENT SITUATION 75 

sarily be followed by an equal change m the other There 
IS houe\er, a \ery intimate connection between the tuo 
And what is true, without any qualification whatever, is 
that the total of a country s payments to the outside world 
— v\ hether for goods or services received, or m foreign loans 
or investments or interest on past borrowings or any other 
purpose— must exactly equal the total of its receipts in 
payments or in credits from the outside world in the same 
period We shall perhaps see the position more clearly by 
taking an actual example I will take the estimated balance 
of payments of the United States for the year 1934 (the in 
formation for the complete year 1935 not being yet avail 
able) In this year her exports amounted to 2 132 millions 
of dollars and her imports to i C55 millions there being 
thus a credit balance of 477 millions Adding the other net 
Items the balance of payments was as follows 


USA Balance of Payments 1934 

NET FIGURES IN MILLIONS OF DOLLARS 


Debit 


Credit 


Shipping 

35 

Exports 

477 

Tourist expenditure 

220 

Interest and dividends 

327 

Immigrant remittances 

124 

Securities sold 

38G 

Gold silver, and cur 


Miscellaneous 

540 

rency imports 1 

*35 » 



1 

730 


i 730 


Now the totals on the two sides of this account are of 
course equal— and must be equal ^Vhenever there is a 
change on one side of the account there must be an equal 
change on the other side If, for example, imports are re 
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duced by tariffs or any other cause, either an item on the 
same side of the account must be increased or a new item 
added, or an item on the right side of the account must be 
reduced. This is true without any qualification. In practice 
what it means is that when a country’s imports of commod- 
ities are reduced it must either lend or invest more abroad, 
or it must import more gold and silver, or it must reduce its 
exports. There is no escape whatever from this position. It 
leaves several choices open to a country', of course, in par- 
ticular that of increasing foreign investments or alterna- 
tively suffering a reduction of exports. But some combina- 
tions are simply impossible. No country can sell more than 
it buys and at the same time receive as much in respect of 
past foreign investments as it continues to lend abroad. A 
realization of this arithmetical necessity by all countries 
and its practical application in policy would have saved the 
world incalculable injur)' in the last decade. The net con- 
clusion is not, in my view, that countries should be content 
to leave trade balances to regulate themselves as in the past, 
for modem conditions, and in particular the pressure on 
governments to exclude imports by tariffs for protective 
purposes and to subsidize exports, will make any such at- 
tempt both wasteful and provocative. What I think they 
should do is to study their balance of payments and then 
aim not at a positive balance, which it is impossible to 
achieve, but at a balance; and that when they have decided 
the main Idnd of balance they desire to achieve, and the 
amount and kind of imports this involves, they should 
definitely encourage such imports just as much as they 
discourage others. 

You can fight against many things in this ^vorld, ^vith 
some hope of success, but it is useless to fight against the 
laws of arithmetic. 
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Foreign Investment 

I must next make a few comments on the position of 
foreign investment In the great era of expansion the for 
eign trade of the uorld depended to a \ery great extent 
upon a continuous stream of new capital from countries 
ivhich had reached a relaiitely advanced stage of mdustnal 
development, like Great Britain, to rapidly developing 
countries like the Argentine, Australia, and Canada, which 
in effect bought British manufactures partly with the pro 
ceeds of their exports and partly with capital lent from 
Great Britain The United States during this period occu 
pied a special intermediate position of great importance 
On the one hand it was highly industrialized, and in the 
eastern states was a capital producing country On the other 
hand its needs for development were so great as to absorb 
all the spare capital available from the eastern states and 
more Right up to the war, therefore, the United States 
vsas a capital importing country The position then changed 
suddenly and dramatically After tlie w'ar the foreign trade 
of the world came to depend very largely indeed on enor 
mous loans and foreign investments from America, without 
vvhich the external world would have been unable to buy 
American goods, and Amencan exports would have been 
restricted to very small dimensions This was the situauon 
in the period 1924-28 The depression beginning in 1929, 
and political instability in addition, led to a sudden stop 
page of this foreign investment, and the consequent dis 
equilibrium in the worlds balance of trade was further 
greatly increased by the payments due in respect of past 
loans This gap in the balance of payments was the princi 
pal cause of the financial cnsw of igg 1 w hich converted the 
economic depression into a world disaster witliout piece 
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dent in economic history. Since then foreign lending has 
almost ceased, obligations from the past have fallen into 
default, and trade is now either internal or is carried on 
almost entirely on the basis of cash or barter or short-term 
and specifically allocated credits. And in addition to the 
disillusioned creditors’ reluctance to lend again, govern- 
ment action in many countries, notably in the ivorld’s chief 
lending country. Great Britain, has limited foreign loans 
through considerations of the need for capital and lo^v in- 
terest rates at home and fears as to currency reserves. 

I believe that foreign investment will remain at a rela- 
tively low level for some time to come, and that this will 
be a seriously adverse factor for the expansion of '^rorld 
trade. I believe moreover that when it does increase it irill 
be under substantially different conditions from those of 
the past. There will be more lending in the form of the 
supply of goods on credit. Such public issues as are made 
will need to be safeguarded by new measures in the in- 
terests of the investor. They will in many cases be subject 
to governmental consent, and this consent ■^vill probably 
be dependent upon the use of the loan to buy commodities 
from the lending country. In a world of controlled and 
restricted trade, ^ve shall no longer have a free investment 
of capital, but a system under which lending policy is a 
counterpart of trade policy. It will, like the latter, be bi- 
lateral and reciprocal and controlled in relation to national 
economic policy as a -t^hole. 

I -tvill add just a word as to a different class of problems. 
Practically every country Avhich controls non-self-governing 
colonies— even Great Britain to a small extent, in spite of 
her historic traditions— is to some extent using its power to 
secure preferential entry into their markets. This is among 
the factors ■jchich are adding to the dangers of ^rar, and I 



THE PRESENT SITUATION 79 

shall irnke some proposils \\ ith regard to it in my next and 
last lecture I merely note u now as one of the elements in 
our general problem 

After tins consideration of the major factors of a more or 
less pennanent character, which are likely to determine the 
conditions under which international trade will take place 
for many )ears ahead of us, let us turn to the principal im- 
pediments to tint trade now imposed bj goiemments as a 
part of their commercial or currency policy I will sum 
manze these briefly and as far as possible w ith the aa oidance 
of unnecessary technicalities 

First there are tariffs These Ime been increased in some 
cases since the financial crisis, notably in Great Britain, 
whicii had preaiously been on a free-trade basis In this m 
stance tariffs were first imposed mainly for the purpose of 
protecting the currency, but they ha\e been retained and 
extended for tlie protection of home mdusines They haae 
moreover been combined witli imperial preference with the 
British Dominions, and some— though at present slight- 
preference with the non self goieming colonies In general, 
howeier, in (he world as a ulioie there has not in recent 
years been a aery marked change m tariff rates They re 
mam, and their effectue height has in many cases been 
increased by the fall of prices They base, howeser, come 
to occupy a secondary place among the impediments to 
trade because of the aasi extension of new obstacles which 
we shall consider m a moment Incidentally this has had 
the result of making the most fasored nation clause almost 
inoperatne, since it has usually been held to apply only 
to tariffs The policy of Mr Cordell Hull in negotiating 
reciprocal tariff reductions, extended by the operation of 
the most faaored nation clause, is a notable exception in 
w orld policy at this moment 
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Next we have “quotas.” These have grave disadvantages 
over tarifis. Trade can adjust itself even to high tariffs, if 
tliey are reasonably stable, and can therefore expand in 
spite of them. Fixed quotas allow no such adaptation. More- 
over they involve, if not corruption, at least an entirely un- 
justifiable gift to an intermediary^ or to a special class of 
traders, of an amount corresponding to the revenue derived 
under a tariff system from customs receipts. In addition 
they involve much greater dislocation, since it is more 
difficult for an exporter to calculate svhether he ■\vill get 
•svithin the quota than whether he can get over a tariff. 
They are primarily the product of emergency; they repre- 
sent the desperate efforts of a country', at a time ^vhen the 
ivhole international system has lost its balance, to protect 
itself from immoderate dumping, or to make discriminat- 
ing reciprocal trade agreements •without infringing the 
most-favored-nation clause in commercial treaties, or to 
protect its exchange by reducing imports more quickly than 
■would be practicable by a tariff. Quotas of this kind should 
be temporary', and should disappear -svith any progress in 
securing stability' in currencies. 

There is, ho-^vever, another kind of quota which may 
form a permanent and even perhaps a useful feature of the 
commercial system of the future. "When a government is 
deliberately controlling a given sphere of production, it 
may sometimes need to regulate the quantities of imports, 
and for this purpose a quota is more suitable than a tariff. 
In such a case, ho'wever, the quota should be allotted to a 
public Imports Board and not distributed through private 
licenses. And in that case it is extremely desirable that by 
negotiation benveen the importing and exporting country 
the latter should set up a public Exports Board so that the 
commodities are regulated at the source and not shut out 
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It thehst stage In this greitdislocntion can be a\oidcd 
nncl the public re\ enucs of the two countries cm benefit as 
they ought to by the sums which under the present system 
fill into the hands of intermednnes in the form of e\ces 
si\e profits due not to ordinary operations of trade but to 
the gosernmentally imposed restrictions Quotas will thus 
be the natural complement of gosemmental control o\cr 
any particular sphere of economic production and distri 
bution and m this form they arc likely to dcselop just so 
far as planned and controlled national systems increase 
I come next to exchange resinctions the most serious of 
all the present impediments to trade with those countries 
which ha\e imposed them With some exceptions the 
United Slates Great Britain and the British Empire France 
and the small group of gold countries (Belgium Holland 
and Switzerland) do not impose such restrictions But prac 
tically all the rest of Europe including notably Germany 
and Italy allow foreign excliange to be obtained only under 
license regulate its uses and compel the handing o\er of 
foreign exchange obLained by the sale of exports The dom 
mating mouse in each case has been to maintain the nomi 
nal gold aalue of a currency like the mark or the lira whose 
purchasing aahie has really fallen below that nominal 
aaliie or to protect a currency which no longer has a fixed 
gold parity from excessiae fluctuation or depreciation The 
effect of these restrictions avhich haae assumed a multi 
plicity of technical forms too complicated for me to attempt 
now to describe has been to limit imports to what the 
restricting authority considers necessities to reduce exports 
caeryaihere and to tlireaten the stoppage of e\en the most 
anluable and indispensable forms of international ex 
change Under these conditions trade has m some instances 
been reduced to its most pnmiuae form of actual barter 
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quantities of goods being exchanged -^vithout the use of 
currency at all, in spite of the immense inconveniences in- 
volved. A somewhat less primitive method consists in “com- 
pensation agreements,” under which the exchange required 
for the purchase of specified goods up to defined amounts is 
allowed by each of two countries to its importers. A more 
advanced and more convenient system has however de- 
veloped, that of “exchange clearing.” This system takes 
many different forms. In the simplest it consists of a joint 
agreement between t^vo countries to eliminate transfers of 
foreign exchange so far as commodity transactions between 
the two countries cancel one another, and to reserve any 
surplus arising from excess exports by one for the purpose 
of settling financial obligations, such as the interest due on 
previous loans, with the other. The exporter of goods is 
paid by, and the importer pays to, his national clearing in- 
stitution in his national currency, and the institution deals 
with any surpluses in the way prescribed in the particular 
agreement. As between a creditor and debtor country such 
a system has many advantages. For the creditor country 
it offers a prospect of payment of its debt while the debtor 
benefits from the inducement given to the creditor coun- 
try to prefer its goods. And the system once started has an 
inevitable tendency to spread, since countries outside the 
system find themselves at a disadvantage in selling to those 
who have contracted bilateral agreements between them- 
selves. At the same time, since there is no similar induce- 
ment to the latter countries to sell only to each other, 
countries outside the system tend to find their balances of 
trade becoming more adverse. The consequence has been 
a double one, a great extension of the system between all 
countries with weak currencies, and considerable resent- 
ment of the institution of the system by the others who 
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remiin imwiHing to come in Some 150 cleanngs are nou 
m operation beti\een i\\ent) three countries, and a very 
substantial proportion of the trade of the ivorld is now 
carried on through this system 

These cleanngs ln\e recently formed the subject of an 
elaborate enquiry, and on the uhole base been adversely 
criticized, by a committee of the League of Nations There 
can, however, be little doubt that they have m many cases 
served a very useful, if only a temporary, purpiose during 
the currency cnsis They Iiave enabled 1 great deal of trade 
to take place that under the conditions of the period, 
would otherwise have been impossible The question 
whether they are destined to remain, vvith some develop 
ment and modification of form, a permanent part of the 
financial structure of the future, is more difficult Undoubt 
edly a host of bilateral agreements involve great compli 
cations, they tend to the destruction of triangular— or 
multangular— trade and involve much inconvenience to 
foreign merchants On the other hand the system can be 
made, and is being made, simpler and more elfiaent m op- 
eration, and bilateral systems can be and to some evtent are 
being expanded into multilateral systems, under which the 
transactions not of two but of a number of countnes are 
“cleared ' or canceled against each other In its final de 
velopment the system might allow for multilateral trade, 
while retaining the advantage over the free exchange sys 
tern of eliminating tlie dislocation of exchange rates by 
speculative movements of liquid capital The price for this 
advantage is the complication of the formalities involved 
and the continuing tendency of the system, m whatever 
manner developed, to handicap triangular as distinct from 
bilateral trade 

The future of the system will m my opinion depend 
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mainly upon ■vvhether the -iv’crld is able to eliminate from 
its general cuinency system the particular evils tvhich I 
have discussed in my eai'lier lectures. I shall add a little to 
this comment in my next lecture. 

"We must take the above factors in the actual situation as 
the elements from -^vhich eitlier to forecast or to construct 
the system of the future. We have therefore now to consider 
finally ^vhat is the best practicable line of policy to pursue 
if ^\'e \vish to secure an enlargement of ^rorld trade. 
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ent, the limiting points -^vithin -is'hich the ratios 'svould be 
chosen -would be 4.86 in the one direction and 5 in the 
otlier. The ratio ^vith the franc is more difficult and at the 
same time more important. Undoubtedl-)' the franc is at 
present oven'alued. "WTile this remains the case France is 
suffering deflation, -^vhich is both injurious to herself and 
makes her a poor customer for other countries. On the 
other hand if she devalues -without any international agree- 
ment, there is a double danger. She may devalue too much 
and so inflict deflation on the rest of us; or there may be 
no confidence that the devaluation decided upon -will be 
final, and there may be speculation against the franc -with 
all sorts of consequential inconveniences both outside and 
inside the co^mtr5^ Probably 100 francs to the pound would 
fairly represent the franc’s purchasing \'alue, and a ratio of 
say 5 dollars to the pound, and 20 francs to the dollar -would 
ha^•e a certain arithmetical convenience. 

The kind of agreement that I should like to see benceen 
the three countries would be one under which they would 
undertake to direct their policies toivards maintaining the 
above ratios, -with a reasonable margin of variation -svhich 
could be used to make speculative operations -^'ery danger- 
ous and unattractive to the speculator. Each countr)' -would 
contribute to a joint equalization fund or alternatively un- 
dertake to use national funds in consultation to support 
this policy. In this -^vay the ratios ivould be maintained un- 
less and until a long-continued drain upon these funds in 
one direction, through the weakness of one or other cur- 
rency, sho’ived that either the ratios had been -svrongly cho- 
sen or that they had become •s\Tong through a changed 
economic situation, so that the only alternatives for the 
countr}' -\dth the -sveak currency' -^vould be to lo-wer the ra- 
tio or to impose deflation on its internal currency. In that 
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case— the reality of the need for a change having been dem 
onstrated by a serious dram on the equalization funds— the 
altern'iti\e of a corrective change of ratio ivould be pre 
ferred to deflation Such a system would I believe, remove 
the fears and suspicions of competitive currency deprecia 
tion, afford a sufficiently stable medium of exchange for 
international transactions, create sufficient confidence to 
result in many of the present exchange restrictions being 
removed— and at the same time be possible of acceptance 
because no country would be binding itself to deflate m 
order to maintain an unsuitable ratio I will discuss a little 
later the advantage such an arrangement would have for 
tariff negotiations 

Next, if there is to be any return to the gold standard— 
and any currency agreement would win more confidence 
if It were expressed in terms of gold— I suggest that it is 
essential that the central banks should cooperate to mam 
tain a reasonable stability in the general level of gold prices 
I will not now discuss the technical methods by which they 
would aclueve this object— I have discussed them elsewhere 
—but tliere can be little doubt that, except in very unfavor 
able conditions, such as a general financial crisis or grave 
political danger, the principal central banks supported by 
their governments could prevent the great variations in 
gold prices that have occurred in recent years 

If measures of this kind were taken between the three 
principal financial centers it would be eas) for the rest of 
the world to be associated with the scheme the gold coun 
tries following w ith France, the sterling area countries w ith 
Great Britain, and so on There would be a relief of tension 
ev eryw here, fears as to the fate of national currencies w ould 
diminish, exchange restrictions would be reduced and sim 
plified Clearing agreements would I think remain, at least 
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countries to use their collecii\e influence to discourage for 
eign issues iv hich do not satisfy certain conditions that are 
necessary in the interests of the im estor The experience of 
tlie )ears 1924 28 shows \ery clearly what these conditions 
should be I ha\ e discussed them in Recovery and w ill not 
repeat a discussion which would here take too long It is 
howe^er clear that the investor will need to be carefully 
nursed back to a confidence in foreign lending and the 
discouragement of inadequately protected loans by both 
governmental and collective private action wall on the 
w hole increase rather than dimmish the extent of foreign 
lending by adding to the confidence of the lender 'What 
ever is done however I believe that foreign lending will 
be for a long period to come on a lower level than in the 
pre-depression period and that Uie capital that goes abroad 
will be to a greater extent in the form of the supply of 
goods on short or long term credit and less m the form of 
public issues 

Investment policy leads to a consideration of the prob 
lems of the Trade Balance and the Balance of Payments 
Here ns I hav e already suggested I think the right course 
of action is not that governments should return to the 
nineteenth<entury practice of letting the balances look 
after themselves under the laissez fiiire system and the oper 
ation of the gold standard I think tliey should each sen 
ously and carefully examine their positions and then aim 
not at a positive balance but at equilibnum They should 
plan in broad outline the main items on both sides of the 
account— about v\hat totals of imports and exports they 
aim at w hat classes of goods in each category are most de 
sirable about what import or export of capital they think 
desirable and so on and should then use the general con 
ception of policy so arrived at as a guide in determining 
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action in each particular sphere. This would involve, for 
example, not only a limitation of imports considered unde- 
sirable, but a positi%'e and definite encouragement and wel- 
come of classes considered desirable; not only a limitation 
of foreign lending beyond the desirable limit, but a positive 
encouragement of it up to that limit, and so on. The chief 
cause of the present impediments to trade is that the action 
of almost every country' seems to be directed towards secur- 
ing rights to more payments from abroad than it makes; 
and the chief reason is that arguments about the Trade 
Balance are used to support particular measures without 
the Balance as a whole being adequately considered. 

I now come to the most difficult problem of tariff agree- 
ments. I believe that the general course of policy v:e pur- 
sued in the ten years before the crisis is not the right one 
for the period now ahead of us, I do not think that ^ve 
shall succeed in a policy of multilateral negotiations de- 
signed to secure uniform reductions of tariffs, or the reduc- 
tion of tariffs to a uniform level, or some compromise 
between the two. Nor do I believe that ^ve can proceed 
far— though Mr. Cordell Hull has shown that something 
can be done in this direction— by bilateral negotiations for 
reductions, v,'hich are then extended to other countries by 
the operation of the most-favored-nation clause. Still less 
do I believe that success will attend the British nineteenth- 
centur)' policy' of one or more countries giving a lead 
tov.-ards free trade, or lov.' tariffs, by unilateral action, in 
the hope that other countries will follo-sv. 

I believe •^re must no^v, in the main, reverse the process: 
not attempt to start from a conception of general free trade, 
or stable lo^v tariffs, and try to impress this policy upon in- 
dividual countries, but on the other hand start -with the na- 
tional policies and try to dev'elop them gradually through 
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bihteral arrangements, towards a more liberal and cxtcn 
si\es)siem Let me be more specific 

I ^vould ad\ocate that each country should consider us 
Trade Balance and its national economy as a uhole, that it 
sliould form a general conception of national policy from 
the point of its oun interests, and that it should then 
base a national enquiry to consider, whether on this basis 
changes m its tariffs are desirable I beliese that an inter 
national organization, lihe the League of Nations, could 
gi\e a valuable lend m this direction, by ad\ocating not, 
m the first instance international policy, but tlic examina 
tion by each country of its own position and policy os a 
whole It could help by supplying useful information as 
to uJial certain countries Jiaie already done in this respect, 
and by furnishing much of the statistical and other male 
nal required Action on these lines would have the great 
advantage of ‘ cutting with the gram and not against tlic 
grain, of helping countries to do wliat they are inclined 
to do and not trying to persuade them against their will 
And reasonable national policies would represent an im 
mensc adiance upon the present position During years 
of negotiations at Gene\a I came to the conclusion that 
the greatest obstacle to international agreement was not a 
conflict of national interests, but the fact that gosemmcnis 
were not masters in their own home, not a conflict of na 
tional policies but the fact dial there were no national 
policies conceded as a whole— that there was merely a com 
plev of measures improi ised under tlie pressure of sectional 
groups or successive emergenaes 'When one penetrated be 
hind the formal statements to the real minds of die na 
tional delegates, one found they were usually preoccupied 
not with the general interest of a national policy, whether 
wisely or unwisely conceived, but a calculation of poliu 
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cal pressures of groups in their respective Parliaments. 

Let me illustrate the advantages of the course I am now 
advocating. When Mr. Stanley Bruce, President of the 
League Council during the Ethiopian crisis, was Prime 
Minister of Australia, he arranged for an examination of 
the Australian tariff system by a number of Australian 
economists, who were required to take as given the general 
protectionist system of the country and to consider the 
actual tariffs in relation to it. They recommended unani- 
mously the removal or reduction of many duties which 
were clearly injurious to Australia as well as handicapping 
seriously the exports of other countries. There are indeed a 
very great number of existing tariffs which are demonstra- 
bly bad on any view of national policy. Let me give you 
an example of what I mean. I know a business in England 
which used to export racing rowing boats to India. A 40% 
tariff was applied to a whole category of imports which 
included these boats incidentally and accidentally. What 
was the effect? It did not protect an Indian industry, for 
there is no industry in India which makes such boats or 
contemplates doing so. It did not bring in any revenue, for 
the higher price resulting from the duty made the boats 
too expensive for the rowing clubs, and they stopped buy- 
ing altogether so that no customs duties were paid. It did 
not protect the Indian currency, which did not need or 
desire any relief from the Trade Balance. Now those are 
the only three reasons for which tariffs are ever intention- 
ally imposed, and none of them applied, but still the tariff 
remained— with the sole result of preventing those in India 
who wished to row from being able to do so. This is per- 
haps an extreme example, but it is representative of a great 
number of injurious impediments to trade which no can- 
did enquiry, however national in outlook, would justify. 
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The elimination of these ob\ious anomalies is of course 
onl> a first step A candid and comprehensis e national en 
quiry would go much further Ha\ing considered the 
Trade Balance as a whole it would conclude that if e\ 
ports were desired an appropnate lohime of imports 
(after due allowance for borrowing or lending opera 
tions) would be necessary It would consider what classes 
of imports It was most desirable for the country to buy and 
would then adsocate a tariff system which would positnely 
encourage these imports And it would soon am\e at a 
principle the application of which would be of the utmost 
\alue to world trade It would consider as regards each 
partiailarcaiegory of goods not whether the country could 
produce it but whether (having regard to the Trade Bal 
ance as a whole) it could produce it well enough and 
cheaply enough It would soon come to the conclusion that 
where a specially high tanff was necessary to secure the 
home production of a given article it was better that that 
article should be imported It would then be m a position 
to advocate not the increase of the relevant tariff but Us 
reduction or even its removal And this would give a basis 
for bargaining with other countn« on the principle of 
complementary exchange each country producing that for 
which Its natural resources or aptitudes best qualify it— the 
true foundation of all international trade 

This of course is precisely the opposite of the miscalled 
saentific pnnaple of making a tanff just high enough to 
compensate for differences in costs of production the ab- 
surditv of which I have already discussed in an earlier lec 
ture 

A/reacfy therefore s pwrrfy raaiKXVjJ enqi/iry stsmug 
wnth a purely national outlook but comprehensive m us 
vrope intelligent and well informed would be likely to 



WORLD TR_iaDE 


pi 

lead to confddexaDle reductions of tiie present impediments 
to trade. But it 'vould not stop here. It ivould soon lead to. 
and pro'dde the basis for, redprocal agreements -ivitb other 
countries. 

Now I believe that in the present ^vorld these negotia- 
rions '^dll have the best chance of success if they are in the 
nxst instance bilateral, or plurilateral as distinct from uni- 
versal. and conducted under conditions rrhich enable the 
negotiating countries to give advantages to each other which 
they i'dll not necessaiilv extend to the rest of the world. I 
believe that the first enlargement of trade vrill come from 
such negotiations betvreen pairs, or groups, of countries, 
which have stronger inducements to expand trade vrith each 
other than vrith the rest of the world: countries with close 
economic relations, bite Belgium and Holland; countries 
whose production is naturally complementary, lihe Eng- 
land and Australia; countries whose correncv' systems are 
sumdently related to remove currency fears as an obstade 
to commerdal treaties, like countries now vrithin the 
sterling area; countries whose tarifi systems are relatively 
low. lihe Sweden and Holland. 

Now this proposal brings me right to the heart of the 
problem of the most-favored-nation clause. I have already 
referred to this clause and the way in which it stopped the 
trend towards bilateral treaties that followed the kVorld 
Economic Conference of 1527. Let us looh into the ques- 
tion a litde more dosely. 

The traditional policy of Great Britain as a free-trade 
country in the nineteenth century -^ns to daim from coun- 
tries vrith tariris the right of entry for British goods at 
vrhatever might be the lowest rate of duty granted, for an}’ 
given category of commodities, to any other country. This 
vms wfllingly granted since Great Britain admitted all goods 
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free Often a similar clause was inserted m commercial 
treaties between pairs of countnes with comparable tariff 
systems Later the clause has also been inserted between 
countries with very different systems— high unff and low 
tariff countries, for example With this last extension the 
effect IS necessarily to prevent agreements for tariff reduc 
tion between two low tariff countnes, for they are likely to 
be unwilling to extend to other countnes reductions which 
they would he quite prepared to make to each other 

As the most favored nation clause prohibits them from 
making preferential agreements of this kind, they either 
give up the attempt to increase their mutual trade, or they 
dodge the clause by quotas or other devices On the whole 
the clause is now m part an obstacle to desirable tariff re 
ductions, m part ic has become in practice inoperative 

At the same time the clause has served some very useful 
purposes It has prevented many of the dangerous compli 
cations and confusions of political and economic motives 
which arise when a country is free to distribute its favors 
unequally For a long time it saved the world from a chaos 
of complicated differentiating tariff systems It would be 
regrettable if the principle disappeared altogether 

We shall not, however— as recent experience has demon 
strated conclusively— avert the danger of this pnnciple be 
ing inoperative by making the most favored nation clause 
sacrosanct in its extreme and unconditional form The re 
suit of that policy must be that it will be dodged and ulti 
mately denounced and that in the meantime it will impede 
tariff reductions along the only practicable path of progress 
—that of agreements between pairs or groups of countnes 
with compfementary production and compaia:6fe Carxlf and 
currency systems 

The solution, in my view, is neither to abolish the clause. 
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nor to preser\'e it in its present form, but to extend con- 
siderably the conditions under tvhich exceptions (for t\diich 
there are already some precedents) are customarily allo^ived. 

I think, to be specific, that countries which have the right 
to most-favored-nation treatment under commercial trea- 
ties should agree not to insist on it in the case of prefer- 
ential agreements under carefully defined conditions. 

These conditions should, in my view, be roughly those 
■which -were satisfied by the Commercial Treaty -which Bel- 
gium and Holland negotiated with each other at Ouchy in 
1932— namely that there should be reciprocal, substantial, 
and progressive reductions as between the contracting par- 
ties, -ivithout any increase of tariffs against other countries, 
and that the arrangement should be open to other coun- 
tries on the same or similar conditions.* 

I consider that the action of Great Britain in blocking 
the Ouchy treaty, though legally justified, was extremely 
regrettable, especially at a time when imperial preference 
Avas being negotiated on a basis Avhich tvas far from comply- 
ing A\’ith such conditions as those indicated above. 

Under such an arrangement as I noAv suggest, I believe 
diat there Avould be a potverful inducement to pairs and 
proups of countries to form “low tariff clubs,” and to others 
:o be Avilling to come in, and to be Avelcomed in, as the 
novement proceeded. "^Vorld trade Avould be built up again 
irom national policies, through bilateral and then multi- 
ateral negotiations and treaties. Gradually— but perhaps 
lot sloAvly— a stable system ivould be built up for an en- 
arged and expanding ivorld trade. 

This in a ivord is the probable structure of ivorld trade 

* I would commend especially as a model the resolutions o£BcialIy adopted 
jy the U.S A. and practically all the States of South America at the Monte- 
ideo Conference of 1933. 
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of the future— and m my \ie»v the practicable policy ue 
should pursue if w e uish to assist it 

I ha\ e a feiv notes to add before I conclude I ha\ c re 
ferred several times to the impossibility of negotiating tanff 
treaties between countries whose currencies bear no rea 
sonabl) stable relation to each other Nou let me point out 
hoiv mycuirenc) stabilization proposal would remove this 
difficulty If a provisional stabilization agreement of the 
kind I suggested were made tanff negotiations could pro 
ceed on the assumption tint it would be successful m mam 
taming stable exchanges At the same time a proviso could 
be inserted in any commercial treaty that might be con 
eluded to the effect that if the currency ratio w ere changed 
any signatory to the commercial treaty could denounce it if 
It considered that it had thus been deprived of the advan 
tages of the treaty Thus the safeguarding provisos m the 
stabilization agreement and the commercial treaties would 
be complementary There would be a double advantage 
m this relation A country benefiting from the commercial 
treaty would have an additional inducement to maintain 
its currency ratio for fear that it might otherwise lose the 
adv'antage of tanff concessions On the other hand if a 
change m the currency ratio were inevitable the s)stem 
proposed would be likely to ensure that it would be genu 
inely corrective and not a method of competitive depre 
ciation and would be recognized as such In that case a 
country legally entitled to denounce the commercial treaty 
would be unlikely to exercise that nglit especially if it had 
Itself expenenced the benefits of the tanff concessions it 
had secured 

r must add before I conclude a proposal « ich regard to 
colonial policy I think that Bntish and Dutch colonial 
policy in the pre-depression penod was based on pnnciples 
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which were to the benefit alike of all the three interests 
concerned, the metropolitan countries, the colonies, and the 
rest of the world. In effect their colonial government was 
based on a conception of double trusteeship, first the inter- 
ests of the inhabitants and then the trade of other countries. 
And the practical application of this conception as regards 
commercial polic}' was a regime of equal entry for the goods 
of all countries, wdth no preference for the country govern- 
ing the colony, I profoundly regret that my country has de- 
parted from this principle in the last few years. It is true 
that other countries have in general no justification for 
complaint, since they have almost always either incorpo- 
rated any colonies they govern themselves in their own pro- 
tectionist regime or established substantial preferences in 
favor of their own nationals. It is also true that so far the 
exceptions made have been slight and without much prac- 
tical effect. Nevertheless a precedent has been established 
which might lead to a considerable further development. 
The grievance of countries without colonies has been in- 
creased, and the economic effects have assumed in their 
minds a fantastically exaggerated form, which has made 
them a real factor in the world’s political situation. 
Throughout the chief era of great expansion the principle 
of the open door, or equality of economic opportunity, to 
all British colonies for all comers was not only a justifica- 
tion but an element of safety for the whole of the vulner- 
able and dispersed British Empire. It would, I think, be 
■wise for Great Britain to return to the earlier policy of 
complete equality of economic opportunity for all coun- 
tries in the trade of non-self-goveming colonies, and to 
offer to bring these colonies under the Mandate System 
and render an account for the discharge of British imperial 
responsibilities. I use the phrase “equality of economic op- 
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portumty” rather than the "open door," because if the 
\vorld enlarges its trade, as I conceiv e it ivill, through ex- 
panding loiv tariff groups tvjth preferential advantages 
inter se 1 see no reason why colonies should be deprived of 
the benefit of this process The essential thing is that there 
should be no adiantage to the metropolitan country as 
such as compared ivith other countries Great Britain has 
already offered to join an enquiry as to the distribution of 
colonial raw materials I should like this to be extended to 
the question of import duties Obstacles, not to the pur 
chase of raw matenals, but to entry into colonial markets 
are the real grievance of non-colonial powers I think this 
IS a real gne\ance, though its practical value has been ex 
aggerated, and I should like Great Britain to take the lead 
in removing it But I need hardly add that she is unlikely 
to act alone 

What I have just said refers to non self governing colo 
nies It has no application to the British Dominions These 
are self goteming countries in the fullest sense, completely 
masters of their oim commercial policy The relations be 
tueen them, and uith Great Britain, should, I consider, be 
subject to exactly the same pnnciples as those which apply 
to commercial relations with other countries I ivould ap 
ply this to the fullest extent I see no reason whatever why 
the fact that these self-gov eming governments recognize the 
same King should justify them m establishing preferences 
inter se if they prevent the establishment of preferences 
betvv een other countries by virtue of the most favored 
nation clause, and this is one of the reasons, though only 
one, why I have advocated the modification of that clause 

WeW, that is my pohcy in oachne The vsncas 
vshich I have made are interrelated and interdependent 
Taken as a v\hole they represent m my view the course of 
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action ■which, among the practicable alternatives, is most 
likely under the conditions of the modern "tvorld to secui'e 
a large and a beneficial enlargement of ■^vorld trade ■which 
Avill assist the prospects of both prosperity and peace. It is 
a policy adjusted to the distinctive economic development 
of our age, the close association of national governments 
with national economic enterprise. The international nego- 
tiations which I contemplate as influencing the direction of 
private enterprise in external trade are a counterpart of 
national direction within each country. The policy con- 
templates a governmental responsibility in regard to foreign 
investment which is the counterpart of its regulation of im- 
ports. It contemplates a currency reform which shall secure 
that currency shall be, as all the mechanism of finance and 
investment ought to be, the servant of trade and industry. It 
aims at securing a system under which the form and struc- 
ture of external trade will take its proper place in the struc- 
ture of trade and economic enterprise as a "svliole. And above 
all it tries to attain its goal by working upwards and out- 
■5vards from ivhat we have. It aims at first rendering national 
policies more intelligent and consistent, then liberalizing 
and expanding them into a system under ^vhich pairs and 
groups of countries of comparable or complementary am- 
bitions will extend the range of their reciprocal trade, and 
so gradually ■^videning and merging these areas of extend- 
ing trade till at last a ne^v and more stable world system is 
established. No frontal attack upon economic nationalism 
by the methods appropriate to an earlier age of laissez faire 
will in my view succeed. Let us by all means retain the ideal 
of a world system, under which men of all countries will 
freely exchange the products of their skill and industry. 
But let us realize that such a system requires a balanced and 
related progress in every sphere— in collective government, 
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in the collects e regulation of investment, in the collective 
control of currency as ivell as in commercial policy It is an 
idle dream to think we can secure an abolition of all tariffs 
in a world organized as our own in national units in each 
of which a national government is directing and participat 
ing in national economic enterprise In such a world we 
must aim at an evolution from within We must I suggest 
regard our present economic nationalism not simply as an 
enemy we ha\e to slay but as the possible parent— with 
proper encouragement and education— of a better system 
tlian Itself 
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